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The Challenge of Individual Income Tax Reform

Summary

&RQJUHVYWRQBOW LQ D PDMRU UHIRWDP [RW KIXM ZR)GQ & LESXRIDG HQF
DQG XVH WKH DGGLWLRQDO WD[ UHYHQXHV WR ORZHU UDWHYV DC
SUHVINGHYWDO &RPR[DPISP@ IRWRSRVHG DQ LQGLYLGXDO LQFRPF
REMHFWLYHV WR EURDGHQ WKH EDVH DQG ORZHU WKH WD[ UDW
PDLQWDLQ RU LQFUHDVH WKH SURJUHVVLYLW\ Rl WKH WD[ V\VW}
ELDRGHQ WKH WD[ EDVH E\ HOLPLQDWLQJ RU PRGLI\LQJ PRVW WD]
LQ WRISRQJUHVV LQWURGXFHG E\ 6% DR ¥ RDAHQ ZHRXOG EURD
WKH WD[ EDVH E\ HOLPLQDWLQJ PDQ\ WD[ H[SHQGLWXUHV DQG U

2QH zD\ WR EURDGHQ WKH WD[ EDVH LV WR HOLPLQDWH RU UHG)>
WKH WD[ FRGH VLQFH WKH SDVVDJH RI WKH SURJRIHNRXUWYH LQFRPF
FRPSOH[ LVVXHV VXUURXQGLQJ WD[ HISHQGLWXUHV LV QHFHVVD
WKH WD[ EDVH )LUVW WD[ H[SHQGLWXUHYV DIIHFW WKH HFRQRPL
6HFRQG FKDQJLQJ WD[ H[SH@GVWULEXVZLRQ RKWDPIHEWE®HILWYV I
GLVWULEXWLIRIQLRFRPMHUTXLW\ HIITHFWV 7KLUG FKDQJHV WR W
WKH DGPLQLVWUDWLYH EXUGHQV RQ WD[SD\HUV DQG WKH ,QWHL
HISHQGLWXNKNEMVWDARIRISWD[SD\HUVY DQG YRWHUV (DFK RQH RI W
FKDOOHQJHV WR EURDGHQLQJ WKH WD[ EDVH ZKLFK FRXOG EH C

7KHUH DUH RYHU VH'S DZKOLVIDRU WV B [J R MEHRIRIMGHOBY YWURHWQ L OO LR Q

)< 7KH HBXH ORVV Rl DOO WRZHMBHQEOWRRAFWHQWUDWHG LQ L
VPDOO OMREBADUJHVW  WD[ H[SHQGLWXUHV DERRNQ®@ORWD|[ RI
H[SHQGIZWXWIBWRXQW LV HTXLYDOHQW WR IURRI LQIGH. YLRBW D O )<
LOQFRPH WD[HV ,I XVHG IRU UDWH UHGXFWLRQ DORQH HOLPLQD\
UBHV WR EH UHG XF HISUEN [DPBXO®IG WKH WRS WD[ UDWH FRXOG
ISSUR[LPDWHO\

KH® YDOXWWMLIPEBE MOE LSIWRWHQWLDO EDVH EURDGHQLQJ SURYLVLR
WKH JHQHUDO NLQGV RI EHKDYLRUV WKH\ DIITHFW RU WKH JHQHU
RI HOLPLQDWLQJ RU PRGLI\LQJ VSHFLILF WD[ HIFHQGGYMGHIGIV &F
LQWR VHYHQ PDMRU FDWHJRULHV VDYLQJ REPAXSLIHNGY KIRXWH\NQW P F
ZKLFK LV D FRPELQDWLRQ RI DQ LQYHVWPHQW FKRLFH DQG D FF
JRYHUQPHQW SURJUDPV ZKLFK LQ PDRQO FD MVHFWXREOW BDM H/ QRS |
LQFRPH WUDQVIHUV DQG D FDWHJRU\ WHUPHG VWUXFWXUDO Z
FLUFXPVWDQFHY UDWKHU WKDQ DIITHFWLQJ EHKDYLRU

7KH DQDO\VLV LQ WKLV UHSRUW VXJJHVWV WKHUHQDWULPSHGLP
UHGXFLQJ WD[ H[SHQGLWXUHV EHFDXVH WKH\ DUH YLHZHG DV V
LPSRUWDQW IRU GLVWULEXWLRQDO UHDVRQV DUH WHFKQLFDOO
SXEOLF DQG THLWHI) S\RSHK ED U UL RUVUWM B XFQIQRIL PRWYL QUD[ H[SHQG |

PD\ SURYH GLIIBRYOBWVWRQIDLQELOOLRQ WR ELOOLRQ LQ DGG
WKURXJK EDVH EURDGHQLQJ 7KLV DPRXQW FRXOG KDYH D VLJQLI
EXGIHW?2 GHIGX EWQ W MAWHSUR ELOOLRQ GHILFLW E\ WR 7KL

UHYHQXH KRZHYHU LV HTXLYDOHQW WR DERXW WR Rl SURM
UHYH@XH FRQVHTXHQWO\ ZRXOG QRW DOORZRKWRQH@ULFDQW
WZR SHUFHQWDJHRR HQW KU HEHGXFNVHW Q
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DGGLWLRQDO WD[ UHYHQXHV WR ORZHU UDWMKHIV3D O LREWH QWG X F

JLVFDO &RPPLVVLRQ IRU H[DPSOH SURSRVHG DQ LQGLYLGXDC
REMHFWLYHV WR EURDGHQWHWH BRVARDWA DRZWH WRHGHILFLW L
PDLQWDLQ RU LQFUHDVH WKH SURJUHVVLYLW\ RI WKH WD[ V\VWF
JURXS SURSRVHG D PDMRU UHYLVLRQ WKDW ZRXTK&H HOLPLQDWH
JLVFDO &RPRIRVSURQRMHG WR XVH UHYHQXHVY WR HOLPLQDWH DV
FRPH XQGHU FULWLFLVP VXFK DV WKH DOWHUQDWLYH PLQLPXP

WeRQJURVWQFRPH QG EHWINRHW EURDGHQQYIURBXFHG E\ 6HQDWR
\GHQ %HJLFK3DQG &RDWYV

2QH ZD\ WR EURDGHQ WKH WD[ EDVH LV WR HOLPLQDWH RU UHG)
WKH WD[ FRGH VLQFH WKH SDVWDI[HLRI$W KH & IR YWD/YE Y B JLRIF RP
FRPSOH[ LVVXHV VXUURXQGLQJ WD[ H[SHQGLWXUHV LV QHFHVVD
WKH WD)JLEMWH WD[ H{SHQGLWXUHV DIIHFW WKH HFRQRPLF EHKD
HIITHFWV 6HFRWOB[ HKIDHIQIERW X KHYV GALNOMDUE E B QYLHR @GR MK B[ EHQH I |
GLVWULEXWLRQLRFRPMHHUTXLW\ HIITHFWV 7KLUG FKDQJHV WR W
WKH DGPLQLVWUDWLYH EXUGHQV RQ WD[SD\HUVPD®G WBH ,QWHL
H[SHQGLWXUHV DUH SRSXODU DPRQJ WD[SD\HUV DQG YRWHUV (|
FKDOOHQJHVY WR EURDGHQLQJ WKH WD[ EDVH ZKLFK FRXOG EH C

3URSRVDOV KDYH DOVR EHHQ PDGH WR UHIRUPPRVKHRRRAUS PWMHW H
UHODWHG VLQFH FKDQJHV LQ SURYLVLRQV PHDVXULQJ EXVLQHV
OLNHO\ DSSO\ LQ ERWK FDVHV 7KLV UHSRUW KRZHYHU GRHV Q
UHYLHZHG LQ ‘XKW D BUBRIREWMIVRFX QGLYULIBEADW HEX BIURHWVLY LRQV D
WKHLU FRQQHFWLRQ WR FRUSRUDWH WD[ UHIRUP LV LQFOXGHG

RWKHU H[LVWLQJ WD[HV VXFK DV WKH SD\UROO WD[ RU H[FLVH \
LOQWRRQVXPSWLRQ WD[ RU IRU QHZ UHYHQXH VRXUFHV ZKLFK D

I QWHUHVW LQ D PDMRU UHIRUP Rl WENRQGH YL KB & D QH ROPQHG WX

1 Tax reform usually refers to a broad change of the tax system rather than a piecemeal change in law such as changing

WD[ UDWHV )RU D GLVFXVVLRQ VHH & (XTlt@htyadpedix bf TedadionsahdTaWw HIRUP IHGHU
Policy, ed. Joseph Lordes, Robert D. Ebel, and Jane G. Graveffee@ (Washington: The Urban Institute Press,

2005), pp. 42424.

2The National Commission on Fiscal Responsibility and Refdime Moment of TruttDecember 2010,
http://www.fiscalcommission.gositesfiscalcommission.go¥iles/documentsfheMomentofTruth12_1 2010.pdf

3 SeeCRS Report R4159Tax Reform: An Overview of Proposals in thetLCongressby James M. BickleyCRS
Report R41970Addressing the LonrBun Budget Deficit: A Comparison Approachesby Jane G. Gravetll@andCRS
Report R41641Reducing the Budget Deficit: Tax Policy Optipbg Molly F. SherlockThe provisions of the Wyden
Gregg bill from the 11% Congress, which were identical with one exceptio8.td27(112"), were estimated by the
Joint Committee on Taxation, postech#th://wyden.senate.gawto/mediatloc/Score.pdf

4 Tax expenditures are defined under the Congressional Budget and Impoundment Control Act BfL198B44) as
SUHYHQXH ORVVHVY DWWULEXWDEOH WR SURYLVLRQV RI WKH )HGHUDO WDJ[ ODZ
GHGXFWLRQ IURP JURVV LQFRPH RU ZKLFK SURYLGH D VSHFLDO FUHGLW D SUF

5 For an intoduction to tax expenditures and an explanation on their role in the federal tax syst€RSsReport
RL33641,Tax Expenditures: Trends and Critiquéy Thomas L. Hungerfor€ RSReport RL34622Tax
Expenditures and the Federal Buddey Thomas L. HungerforchndCRS Report RL3280&)verview of the Federal
Tax Systerby Molly F. Sherlock and Donald J. Marples

6 SeeCRS Report RL3422% orporate Tax Reform: Issues for CongrdsgJane G. Gravelle and Thomas L.
Hungeford; andCRS Report R41743nternational Corporate Tax Rate Comparisons and Policy Implicatiops
Jane G. Gravellg=or a discussion of revisions focused on the tax treatmémtedfin source income, sS&RS Report
RL34115,Reform of U.S. International Taxation: Alternativbyg Jane G. Gravelle

7 CRS Report R41605hould the United States Levy a Vahgided Tax for Deficit ReductionBy James M. Bickley
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, VLW SRVVLEOH WR UHSHDO RU VXEVWDQWLDOO\ WULP PRVW VS
VSHFLDO UDWHYVY DOVR NQRZQ DV WIRUHORZEQGLWDOWHY "RU VDR GWW
UHYHQXH ZRXOG EH VLIJQLILFDQW )RU )< WKH \HDU XVHG LQ
LQFRPH WD[ HISHQGLWXUHV ZKLFK DFFRXQW IRU PRVW RI WKH &
SURMHFWHG WRLWRWRQ@ RXHY DPRWQW LV HTXLYDOHQW WR R
IURP LQGLYLGXDO LQFRPH WD[HXVIB® GRUVERXWH URIGXFWLRQ DOR
WKHVH WD[ HISHQGLWXUHY FRXOG DOORZ WD[ UDWHNW®R EH UH(

WD[ UDWH FRXOG EH UHGXEFHBG G\GRR WER®WO UHYHQXH ZHUH D
WKH DOWHUQDWLYH PLQLPXP WD[ ZKLFK ZRWO [ UDHINY UAR PE B XB/
UHGXFHG E\ DOPRVW $V GHYWW RERBHNHIW KN DRSWBUV MR OR
VLIQLILFDQW IUDFWLRQ RI WKLY SRWHQWLDO UHYHQXH FRXOG E

([SHULHJRFHWKH ODVWXRMWY WMPARIGHW PDMRU LQGLYLGXDO LQFRI
GLIILFXOW WR DFKLHYH 3URRUVW RV KH X UWAGEWQRFIRRLEDAV L R Q
PDMRU LQFRPH WD[ UHIRUP ZDV DODGQGGHHWRHGHLQ WXWK)RUG 5HDJ
$GPLQLVWUDWKRQWKUHH RG® L QIKVHWIHDAUDRYX SQHRIERAGIDOW L R Q
WKH 7D[ 5HIRUP GRWHRIYBIWKRXJK PfWK EDV FIRQVLGHUHG D PDMRU \
DQG PDGH VLJQLILFDQW FKDQJHV LQ WKH FRUSRUDWH WD[ WKH
WD[ ZDV TXEWH OLPLWHG

7KLV UHSRUW H[DPLQHV ODUJH WD[ HISHQ&XUIWXUQY VIQ® IFIRQ Y DG
EDVH EURDGHQLQJ ZKHWKHU WR ILQDQFH UDWH UHGXFWLRQV R
WKH G6RBHLWSHFLDO WD[ EHQHILWY PD\ EH IXOILOOLQJ GHVLUDE
WKH UHYHQXH ORVVLRIIWRP HUBRVIGMUWOWHFVLUHFWE&G BWOQMQFRXU
SROLF\ PDNHUV DQG DQDO\VWYV EHOLHYH WKDW WD[HV RQ VDYLC
H[SHQGLW X UHH RAKIFKQDR/I FDSLWDRFAXISQWR X RXWVIHW KDYH LPSF
HFRORNMXVWLILFDWLRQV

,Q DGGLQWAEHUWDRI WD[ H[SHQGLWXUHV DFWRXOQWHLYQHQ RN OERXW
EHQHILWQFRPHULQGLY L G BIPRVO X DIFFOX RLEHQHILWYV VXFK DV 6RFL

andCRS Report R4159Tax Reform: An Overview of Proposals in the"lCdngressby James M. Bickley.

8 Estimates of Tax Expenditures from Joint Committee on TaxdEstimates Of Federal Tax Expenditures For Fiscal

Years 20112015JCS1-12, January, 201nttp://www.jct.govpublications.htmlfinc=startdown&d=4386with

adjustments to deal with transitory effects such as bonus depreciation and exclusion of negative expkrditoee

tax revemwes in dollar amounts and as a percent of GDP from Congressional Budgetifd&idget and Economic

Outlook: Fiscal Years 201-2022 January011,http://www.cbo.govitpdocsA26xxidoc1269991-31-

2012_Outlook.pdfAdding up tax expenditures only approximates the general cost since there is interaction between

provisions; estimates indicate the totals would be somewhat larger. See Leonard E. Burman, Christopheai@kissler,

(ULF - 7RGHU 3+RZ %LJ $UH 7TRWDO ,QGLYLGXDO 7D[ Ap®HaonEEdNohitHY DQG :KR ¢
Review, Papers and Proceedingsl. 98, no. 2 (May 2008), pp. 8.

9 The new rate would be approximately 57% as large as the old rate. {T#))L

10Tax Policy Center Table T10147,http://taxpolicycenter.orglmbersdisplayatab.cfmDoclD=3019&topic2ID=
60&topic3ID=61&DocTypelD=.

11 Blueprints for Basic Tax Reforr).S. Department of the Treasury, Washington, D.C., January 17, T&7Reform

for Fairness, Simplicity and Economic Growth, Value Added Tax, Ybl.R Department of the Treasury, November,

1984;and SimplefFair, and PreGrowth: 3URSRVDOV WR )L[ $PHUKADIWVHVLRLGHYWHP $GYLVRU\ 3DQ
Federal Tax Reform, Washington, D.C. U.S Government Printing Office, November 2005.

12 Most itemized deductions were retained, including deductionshfmitable contributions, mortgage interest and
State and local income and property taxes, although the deduction for salesdagesier interestnd some
miscellaneous provisiongere eliminated. Mortgage interest was capped but at a veryavighard the floor under
medical expense deductions was increalkgor employesbased exclusions from income (such as pensiads
exclusions for health insurance) were not addressed. Capital gains were taxed at ordinary rates and individual
retirement accountsignificantly limited, but these two changes were subsequently reversed in 1997.
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OHGLFDUH WKH HDUQHG KQFR FFHU IF G HW L \(\O LIPQ. @ DWKLHQB WKHVH SU
LQFUHDVH WKH WDREXRFEE@ERFHO WD [SD\HUV )XUWKHUPRUH VLC
UHFLSLHQWYV RI WKHVH WD[ EHQHILWY KDYH OLWWOH RU QR WD]
SURYLVLR®GXRXOXKMW SURJUHVVLYLW\ Rl WKH LQFRPH WD[ V\VW|

7KH UHIRUP RI VRPH WD[ HI[SHQGLWXUHYV UHSUHVHQWLQJ DERXW
VHULRXV DGPLQLVWUDWLYH DQG WHFKLLREDE E-DQUHJ IL MYV WOKEDUN H-@
EH HDVDQURU YHD @ X HH® SORMHIUWGHG KHDOWHKWIRONXYXRPRQHHLQ WKH FD
WKH UHGXFHG WD[ UDWHV RQ FDSLWDWS REMEWHGIDXHEHHFQVH 8 F R U L (
EHKDYLRUDO UHVSRQVHV WKDW YHU\ QWIHWDWDHGHYHQXH ZRXOG |

$PRQJ WKH UHPDLQLQJ SURYLVLRRXOGSRMVQERIOWWEHYRIR U [DRSO\
LWHPL]HG GHGXFWLRQV PRUWJDJBP Q® WHKDHNVWD FOWHD WRIQMQA XV
DFFRXQWLQJ IRU RI WKH WRW DB VU HDYHQ K B RDREOA R V W® [DI[G HDQ
SRSXODU SURYLVLRQV JLYHQ SXEOLF DWWQRNXGHNQ WREDQ WD \W k
FXUMODLWKHP PD\ E( I6Q | QHEXIGRZL VL R Q Y FPTR IRRPEW LW XHQFLH V

7KH UHVXOWYV VWJIJRHWK WHKUKBWHRRKW WKDW FRXOG EH JDLQHG E\ H
HISHQGLWXUHV POWPEKRKGDVMUIHXORMDHWRWRYH GLIIBRYEGIVWVWRQDLQ
ELOOLRQ WR ELOOLRQ LQ DGGLWLRQDO \&F LWHYR-QDXHYV W
WD[ UHYHQXH KRZHYHU LV HTXLYDOHQW WR DERXW WR R1 €
WD[ DQG FRQVHTXHQWO\ ZRXOG QRW DOORZ IRU VLIQLILFDQW
SHUFHQWDJH SRLQW UHGXFWLR®D[WODXWHUMB XFLQJ WKH WRS

TaExpenditures and Base Broad:

ORVW RI WKH SURYLVLRQV WKDW FRXOG EH FRQVLGHUHG IRU HJS
HISHQGLWXUH OLVW SURGXFHG E\ WKH -RLQW &RPPLWWHH RQ 7C
VHSDWDWHURYTIIV[LRIBHQGLWXUHY DUH UHYHQXH ORVVHV DWWULE
SURYLGH D VSHFLDO H[FOXVLRQ H[HPSWLRQ RU GHGXFWLRQ R
RU GHIHUUDO RI WD[ OLDELOLW\ 7KHN EHQRRR MD R QWWIIXH W KD M X
ZKLFK FRQWDLQV JUDGXDWHG UDWHYV SHUVRQDO H[HPSWLRQV |
SURYLVLRQV WKDW PLJKW EH FRQVLGHUHG IRU EDVH EURDGHQL
GHGXFWLRQ IRU PRYLQJ HYSH@WHVY VWL PR WXWBILRHYDUO\ ZKLOI
LQFOXGH WKH H[FOXVLRQ RI 6RFLDO 6HFXULW\ OHGLFDUH DQG
GR QRW LQFOXGH WKH H[FOXVLRQ RI 61%$3 IRUPHUO\ IRRG VWDP.
HISHQGLW DUIDY. DA\ JRRG LQYHQWRU\ RI SRWHQWLDO VRXUFHV R

7KH FRQFHSW RI WD[ HI[SHQGLWXUHV ZDV GHYHORSHG WR KLJKO
EH FRQVLGHUHG DV VXEVWLWXWHY IRU GLUHFWOHMEPBPQOGLQJ &RQ)
DOORFDWHG WR WKH IXQFWLRQDO EXGJHW FDWHJRULHV QDWLR
UHVHDUFK DQG VR IRUWK :LWK WKLV W\SH RI RUJDQL]DWLRQ I
DERXW IDOOV LQWR WKH FFORPHIURFWH RIKKREKWHRFRRQWY IRU OF
GLUHFW VSHQGLQJ 7KLV RUJDQL]DWLRQDO DSSURDFK KRZHYHU
DSSHDU VHSDUDWHO\ LQ GLIITHUHQW IXQFWLRQDO FDWHJRULHV

FROQWULBHWIHRQYQNSDUDWH HVWLPDWHY IRU FRQWULEXWLRQV WR

UHFLSLHQWY DUH PDGH

13 U.S. Congress, Joint Committee on TaxatiBstimates of Federal Tax Expenditures for Fiscal Years 2015
committee print, 112Cong., 29sess., January 17, 201£31-12 (Washington: GPO, 2012).
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'KHQ XVLQJ WKH WD[ H[SHQGLWXUH OLVW WR RUJDQL]H SRWHQW
XVHIXO WR FODVVLI\ WKH SURYLRLRFER @R K HRG ERHX BWKLHR U N QMKIHD\OL
WKH JHQHUDO REMHFWLYHV UDWKHU WHSIB(H GEEpREBUHW IXQFWLRG
H[DPSOH GR WRUHYVYSHIQGXFH WD[HV RQ VDYLQJV RU ODERU HDUC
FRQVXPSWLR®EBRLKHVMIRUH GLYLGHV WD[ H[SHQGLWXUHV LQW
VDYLQJ EXVLQHVV LQYHVWRHABRXSLHEQKNRRSMARZKRERHWY D FRPE
DQ LQYHVWPHQW FKRLFH DQG D FRQVXPSWLRQ FKRLFH ODERU
PDQADVHV ZRXOG KDYH QR EHKDYLRUDO HIIHFWV EXW DUH VLPSC
WHUPHG VWUXFWXUDO ZKLFK SURYLGHV EHQHILWY EDVHG RQ IC
EHKDYLRU ORVW RIUMBIDWR QG VXPBYLIVR BRI AD W 8 JIRUW R W KUIDID \R
HGXFDWLRQ D @QGURKYHQXH OGRYV HVWLPDWHY ZHUH PDGH XQGHU
ZKLFK DVVXPHV WKDW WKH %XVK WD[ FXWV DQG WKH WD[ FX\

Table 1.Tax Exp enditures by Category of Economic Effect, FY2014

Share with
Provisions
Expiring Before
FY2014 Included

Category Amount ($billions) Share of Total (%) (%)

Saving 3475 29.1 29.8
Business 23.0 19 16
Housing:Owner-Occupied 154.3 13.0 123
ConsumptionAllocation 324.1 273 255
Health 254.8 21.4 189
Education 134 11 1.9
Charity 50.1 42 4.2
Labor Supply 828 70 74
Government Programs 2371 200 18.7
Structural 211 18 4.6

Source: CRS calculations based on Joint Committee on Taxation revenue estimates.

Notes: The major expiring provisions are the increased child credit (structural), the lower rate for dividends
(savings), elements of the earned income credit (labor supply) amchédn credits and benefits.

JRU HDFK FDWHJRU\ WKH HVWLPDWHG UHYHQXH ORVV RI WKH SL
VHFRQG FRDEBRRROORZHG E\ WKH VKDUH RI WKH WRWDO UHYHQX
7KH ODVW FROXPQ SURYLGHYVY DQ DSSUR[LPDWH DGMXVWPHQW IR
%XVK WD[ FXWV SOXV SURYLVLRQV HQDFWHBW @ FFR X2AHV HRRJ[W H
WKH FKDQJH¥ AKX MAMH BDWHRMODWLRQV DGG EDFN SURYLVLRQV LQ |
ODUJHO\ UHIXQGDEOH FKLOG FUHGLW VWUXFWXUDO HGXFDWLF
ODERU VXSSO\ DQG ORYBUYMKBIODWHY RQ GLYLGHQGYV

14 Lower tax rates would cause overall tax expenditures to fall.

15These changes were based on revenue projections by the Joint Committee on Testatiated Budget Effects Of
7KH 37D[ 5HOLHI 8QHPS O R \lHzathh, AQd/XCr€atioR ABHHOD20Y0 - & ; -10, December
10, 2010http://www.jct.govpublications.htmlifunc=select&d=48.
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$OORFDWLQJ SURYLVLRQV WR WKHVH VHYHQ EDVLF FDWHJRULHV
VLQFH REBXMSLHG KRXVLQJ LV ERWK DQ LQYHVRPAHXBWHIEQG FRQV >
KRXVLQJ VXEVLGLHV LQFUHDVH WKH DB XWHGK @ H. @NKHHY PV \R | L
FRQVXPSWLRQ RI KRXVLQJ 0DQ\ Rl WKH SURYLVLRQV UHODWLQJ
IRUP RI DQ H[FOXVLRQ RI HPSOR\HU SURYLGHG EHQHILWV SHQV]
DIIHFW ODERU VXSS@\QDWRZNOTLMVWRYH WHKWXRVW Rl KHDOWK V¢
KHDOWK LQVXUDQFH IRU H[DPSOH LV FODVVLILHG XQGHU KHDO
SURYLVLRQ SULPDULO\ FKDQJHV WKH DPRXQW VSHQW RQ KHDOW
HVVHQWLILDROYHY PRYLQJ PRQH) IURP RQH SRFNHW WR DQRWKH
JRYHUQPHQW RQ EHQHILWY FRXOG UHSODFH WD[ VXEVLGLHV DO
FDWHJRULHV VXFK DV VDYLQJV HJ WD[ H[HRSQVRERQG LQWHUH
OHGLFDUH +RZHYHU WKH SURSHUW)\ RPRXSHEEFMRRQL QV LAKAFX
FRQVLVWHQW ZLW KRFIFKXBLGIG VKIRK RZQHSURYLVLRQV DV UHODWLC

6DYLQJY DQG EXVLQHVYV SURYLVLRQWRWKDSN W B G XFFHGWKSHW\RD D B E
WKLUG RI WKH FRVW RI WRFASHQ&G KWXVHYJ ,ZREBKBRXOG DOVF
DQ LOQYHVWPHQW LV DOVR LQFOXGHG WKHQ WKH VKDUH LV DOP
RQ FDSLWDO LQFRPHREBIORROQQDEWMHHGR ZKLFK FRXOG SUHVHQW D Fk
WD[ UHIRUP WKDW HOLPLQDWHYV RU PRGLILHV WKHVH SURYLVLRC

,Q FRQWUDVW SURYLVLRQV WKDW UHGXFH WKH WD[ RQ ODERU L
WKDW LQFRPH DFMPDODOMHURWKD PEKRRK WKH WRWDO HYHQ WKRXJK
DERXW D WKLUG WKH VL]H RI ODERU LQFRPH 7KWHKIIDUEQYHRBILQFRI
WKH ODERU VXSSO\ FDWHJRU\

7KHUH DUH RYHU VHSDUDWH WD[CH[ERQBH®¥WUBW HEX WQWX H H®
VPDOO (TOEBMMRZY WKH ODUJHVW WD[ H[SHQGLWXUHV WKH FC
VKDUH RIMWER BIHRWEILAWXUHV WKH H[FOXVLRQ RI HPSOR\HH KHDO
H[FOXVLRQ RI SHQVLRQV FRQWULEXWLRQV DQG HDUQLQJV DFFR
ILYH DGGLQJ WKH PRUW JWDKH H[AOKYHR QDRIBGAGEMFIORBEHU FDSLWI
JDLQV WD[ UDWHV DFFRXQW IRU FORVH WR RI WKH WRWDO FF

H[SHQGLWXUHV DFFRXQW IRU DOPRVW RI WKH WRWDO FRVW

Table 2.The 20 Largest Individual Tax Expenditu res, FY2014

Share of All
Tax

Amount Expenditures  Cumulative

Provision Category ($billions) (%) Share (%)
Exclusion of Employer Health Insurance Consumption 164.2 138 138
Exclusion of Employer Pensions Saving 162.7 13.7 275
Mortgage InteresDeduction Housing 99.8 84 359
Exclusion of Medicare Government 76.2 6.4 41.9
Capital Gains Rates Saving 71.4 6.0 48.3
Earned Income Credit Labor Supply 58.4 4.9 52.8
Deduction of Income Taxes Government 540 45 57.7
Gains: Exclusion at Death/G@arryover Saving 51.9 4.4 62.1

16 The revenue loss estimates assume that the d&isjums expiring at the end of 2012 are not extended.
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Share of All
Tax

Amount Expenditures  Cumulative

Provision Category ($billions) (%) Share (%)
Deduction of Charitable Contributions Consumption 51.6 43 66.4
Employer Benefits undetafeteria Plans Consumption 43.8 3.7 70.1
Tax Exempt/Tax Credit Bonds Government 42.7 3.6 73.7
Exclusion of Social Security Benefits Government 42.6 3.6 77.3
Exclusion of Inside Buildup, Insurance Saving 27.7 2.3 79.7
Exclusion of Capital Gains on Housing Housing 27.2 2.3 82.0
Deduction of Property Taxes Housing 27.1 23 84.2
Deduction of Medical Expenditures Consumption 16.6 14 85.7
Individual Retirement Accounts Saving 16.0 1.3 87.0
Child Credit Structural 15.1 13 883
Accelerated Depreciation Business 103 0.9 892
Exclusion of Foreign Earned Income Labor Supply 8.2 0.7 89.8

Source: CRS calculations based on Joint Committee on Taxation revenue estimates.

TDEOWHKRZYV WKH ODUJHVW WD[ HISHQGLWRUAWMKBIWHU DGGLQJ |
%XVK WD[ FXWV DQG WKH WD[ FXWV WKDW DUH H[SLULQJ DW
ZRXOG PRUH WKDQ GRXE®D WPIRNWHW HURHPOE KW K LNV W R KIDKUHH ULV L(
I[URP WR 7KH O R ZHQUGY DIW HQHRADWEARV VS H[SHQGLWXUH DQG
WKH H[FOXVLRQ IRU LQFRPH HDUQHG DEURDG

Table 3.The 20 Largest Individual Tax Expenditures , FY2014,
with Expiring Provisions Extended
Share of All
Tax

Amount Expenditures  Cumulative

Provision Category ($billions) (%) Share (%)
Exclusion of Employer Health Insurance Consumption 164.2 132 132
Exclusion of Employer Pensions Saving 162.7 131 26.3
Mortgage Interest Deduction Housing 99.8 81 346
Exclusion of Medicare Government 76.2 6.1 404
Capital Gains Rates Saving 714 58 46.3
Earned Income Credit Labor Supply 58.4 47 51.0
Deduction of Income Taxes Government 54.0 43 55.3
Gains: Exclusion at Death/Gift Carryover Saving 51.9 42 59.5
Child Credit Structural 51.7 4.2 63.6
Deduction of Charitable Contributions Consumption 51.6 42 67.8
Cafeteria Plans Consumption 43.8 35 71.3
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Share of All
Tax

Amount Expenditures  Cumulative

Provision Category ($billions) (%) Share (%)
Tax Exempt/Tax Credit Bonds Government 42.7 35 74.8
Exclusion of Social Security Benefits Government 42.6 35 78.2
Exclusion ofnside Buildup, Insurance Saving 27.7 22 80.2
Exclusion of Capital Gains on Housing Housing 27.2 22 822
Deduction of Property Taxes Housing 27.1 22 846
Deduction of Medical Expenditures Consumption 16.6 13 86.1
Individual Retirement Accounts Saving 16.0 13 874
Lower Rate for Dividends Savings 14.0 11 886
Accelerated Depreciation Business 10.3 0.8 89.4

Source: CRS calculations based on Joint Committee on Taxation revenue estimates.

Allocational and Efficiency E

7D[ H[SHQ G IWRPUHHNM. PHWH FULWLFL]HG EHFDXVH WKH\ DUH YLHZHG
OHDGLQJ WR HFRQRPLF LQHIILFLHQF\ ,I WKH SURYLVLRQ KRZHY
RWKHUZLVH MXVWLILHG E\ PHHWLQJ HFRQRPLF SEBOREFQIRDOV W
RU HOLPLQDWLQJ WKH SURYLVLRQ LQ LQFRPH WD[ UHIRUP SURSH
VHYHQ FDWHJRULHY DUH H[DPLQHG LQ WHUPV RI WKHLU HIIHFWV

Saving

7KUHH RI WKH ILYH ODUJH VDYLQJ WPH WS VRGLAWXU B VUNVWH H P 9
FRQWULEXWLRQV WR SHQVLRQV DUH H[FOXGHG IURP LQFRPH DQ
H[HPSW (PSOR\HHV PD\ DOVR PDNH FRQWULEXWLRQV RXW RI LQ]
GHIHUUHG VDYLQJV SODQQORXFHKPIWR\HW SRO@WYVLBXWLRQV WR E
SHQVLRQV DUH UHFHLYHG WKH\ DUH WG HEX FIVQ & ® R XHIKSD RUBIH | L
FRQWULEXWLRQV LV DOORZHG 3HQVLRQV PD\ EH GHILQHG EF
SURYLGHG D BSHQOLBE MMGGLQJ RQ DJH \HDUV RI VHUYLFH DQG
FRQWULEXWLRQ SODQV VXFK DV N SODQV ZKHUH VSHFLILF DF
WKH HPSOR\HH HIIHFWLY H®'S 8 RQGWLKQHS DY IVGIX\D BB HDURDDOVR HOL
EHQHILWY 7KH RYHUDOO HIIHFW RI WKH SHQVLRQ WD[ WUHDWPF
HTXLYDOHQW WR D WD[ H[HPSWLRQ LI WD[ UDWHV DUH FRQVWDQ
DUH ORZHU KLJKHU LQ UHWLHBBMQR W KI$@ HEEXKGQ ZRUNLQJ
FRQWULEXWLRQV WD[HV RQ LQYHVWPHQW HDUQLQJV DUH GHIHU
WKH HIITHFWLYH UDWH

$ UHODWHG SURYLVLRQ LV WKH LQGLYLGXDO UHWLUHPHQW DFFF
R FROQWULEXWLRQV WR WKHLU RZQ SODQV ZKHWKHU RU QRW WK
,QGLYLGXDOV PD\ DOVR XVH ,58V WR UROO RYHU HPSOR\HU UHW
DQOAXLWLHYVY 1HZ FRQWULEXWLRQV WR I\WQHGE RXGK DROU UHHNULN UKHRIK Q
LQFRPHVY 7ZR W\SHV RI SODQV DUH DYDLODEOH WUDGLWLRQDO
ZKLFK DFFRXQW I|IRXDDLOWHRUINNVRW MKHHHFRVW DUH WUHDWHG WKH V
ZLWK GHGXFWLRQV IRU RROBHOQHIXWNVNRGRWKRGWDPHM VLPLODU V
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ERQGYV LQ WKDW WKH HDUQLQJY DUH QRW WD[HG EXW WKHUH L\
RQ EHQHILWY %RWK UHVXOW LQ DQ HIIHFWLYH JHUR WD[ 7KHVH
WD[BDV DOWKRXJK WKH\HEDXF WQEFBABWWSISY QRKMHUH WD[ LV GHIHUL
DUH UHFHHWIKE LV DOV RIBUYIBL &0 ZKLYFKUSQRR P8 HWDORZHHW YV D WD
FUHGLW RI XS WR IRU FRQWULEXWLRQV WR D UHWLUHPHQW

J)L@D\ WKH LQVLGH EXLOGXS RQ OLIH LQVXUDQFH DQG DQQXLWL
VXEMHFW WR WD[ DV LW LV HDUQHG DQG OLIH LQVXUDQFH SDLG
JRU DQQXLWLHYV WKH W UGHHDGXAFWQLE O REBIVIUAEX WLR QR @VR SHQVI
DIWMDR[ LQFRPH

7KH RWKHU WZR PDMRU WD[ H[SHQGLWXUHV XQGHU FXUUHQW O]
VXEMHFW WR D ORZHU UDWH FXUUHQWO\ EXW VFKHGXOHG W
IRUHKDWY KHOG XQWLO GHDWK WKHWDQIQHDWERPKHGE QRW /D WHIGH G
DVVHWY DUH WUDQVIHUUHG E\ JLIW FDSLWDO JDLQV WD[ ZLOO +
TKHHYHQXVWRRMWH FDSWXUHWWRXPNDHBWWH WKHRQWUDVWHG
PD[LPRPUJLQDOYUBGMWR®IGY DUH FXUUHQWO\ DOVR VXEMHFW WF
VFKHGXOHG WR EH WD[HG DV RUGLQDU\ LQFRPH DIWHU

I WKH %XVK WD[ FXWV DUH HIWHQGHG WK HDRDG WKMHOGILD/LLGWH @/®
UDWH ZRXOG DOVR UHPDLQ DW ZKLOH WKH WRS UDWH ZRXOG
WD[ EHQHILW IRU GLYLGHQGYV ZRXOG EH ODUJH HQRXJK WR EH L

'RHM[HPSWLQJ RU UH GMXFW QUWHPKIRQYAMDMEHY WRUWLRQ RU LV LW D
IHDWRAWHWD[ VIVWHP WKDW JHQNWL@QAOODQ $ RXHW RDRS LWWBRPIHILQ\
SRVVLEO\ GLYLGHQGV IRU SUHIHUHQWLDO WUHDWPHQW GHVLUD

6RPH HFRQRPLVWY DUJXH LQ 1BYRQRR®I W DWW I KVH VWEMPOUEBOINR G R Y |
DOWKRXJK PRVW PLJKWWDDRUK B UF R D XRE \RHROH WWPBAQVWR DOO VI
L HZDDH WD[WKHVH WD[ H{SHQGLWXUHVY ZHUH HOLPLQDWHG DQG
OLNHO\ WKDW WKH DYHUDJH WD[ UDWH IRU FDSLWDO ZRXOG ULV
UDWH ZRXOG ULVH ZBRXQU/GEREHVOHYVY GHYLEBROHLWNWFDYNMH WKH W
FKDUDFWHUL]HG E\ FHLOLQJV 7KHVH FHLOLQJV PD\ VHUYH GLVW
WKHUH LV QR PDUJLQDO LQFHQWLYH IRU WKRVH DW WKH FHLOLQ

(YHQ ZKHQ HIIHFWV DSSO\ DW WKH PDUJLQ WXRWHFIGIRI/Y RQ VD)
2YHUDOO WKH HYLGHQFH VXJJHVWV WKDW WD[ UHGXFWLRQV GR
LQYHVWPHQW ZKHWKHU WXGIN WD \PRY JRYDWKRY GRWFW PD\ EH V
LQFRPH DQG VXEVWLWXWLRQ HIIHAWW H AKR.Q K KB SWD R Q DPRH 1P DFRI
VXEVWLWXWLRQ HIIHFW GLVFRXUDJLQJ VDYLQJV EXW LW DOVR ¥
WDUJHW WKH LQFRPH HIIHFW HQFRXUDJLQJ VDYLQJV 7KH SDW\
DUH ULVLQWKWLYHEGB QW UHFHVVLRQ ZKHQ DVVHW YDOXHV IHOO
LQFRPH HIIHFW

17 SeeCRS Report RL30253ndividual Retirement Accounts (IRAs): Issues and Proposed Expabgidimomas L.
Hungerford and Jane.Gravellefor additional discussion of IRAs.

18 While both a consumption tax and a wage tax exempt the return to new investment, a consumption tax applies to old
capital and allows a deduction for new savings, thereby collecting much more revenuarSéesbierbach and

Laurence J. Kotlikoffbynamic Fiscal Polic¥Cambridge: Cambridge University Press, 1987); and Gilbert E. Metcalf,
3&RQVXPSWLRQ Th Ebcytlope@ia of T&xation and Tax Paliegl. Joseph J. Cordes, Robert D. Ebel, and

Jane GGravelle, 2¢ed. (Washington: Urban Institute Press, 2005), pg6 &4

19CRS Report RL3348%aving Incentives: What May Work, What May, MgtThomas L. Hungerford
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7KH SULQFLSDO DUJXPHQW PDGH IRU LQFHQWLYHYV GLUHFWHG V¢
FRQWULEXWLRQV FDSSHG LV WKDW WKHD®RHPMDUH VDYLQJV EF
DFFRXQRWLQEYHUWLVLQJ UHDVRQV ,QGLYLGXDROQWPDDQ EHG HVIKW
WKH VHJUHJDWLRQ RI IXQGV IRU UHWLUHPHQW DQG HYHQ SHQD
SODQV )RU SHQVLRQ SODKVY D EBELGHNFSOWQNYWVWKHDXOW SODQ |
WKDW LI WKH HPSOR\HU DXWRPDWLFDOO\ VLIQV XS QHZ HPSOR\}
LQFURDVYHQ LI WKHVH DUJXPHQWY DUH FRUUHFW WKH ODUJH WI
SURYLGQBOHQWLYHYV PRUHRYHU WKH\ WHQG WR EHQHILW KLJK L
OLNHO\ WR KDYH VXIILFLHQW DVVHWY DW UHWLUHPHQW

2QH PRGLILFDWLRQ RI WKH GHILQHG FRQWULEXWLRQ SODQV VX
UHYHQXH ORVUUIPLWRVKHUWRMIDO GROODU FRQWULEXWLRQ 7KLV
VDYLQJ E\ LQFUHDVLQJ SXEOLF VDYLQJ ZLWHRFRPHHGXFLQJ SUL
LQGLYMZXRDDWVH PRUH OLNHO\ WR WODH@IGRW W VFIRITHNVW KREX'W H Q/VIX®IVP
WKHLU SHQVLRQ E\ UHGXFLQJ RWKHU VvDYLQJ

$ GLIIHUHQW VHW RI DUJXPHQWY FDQ EH PDGH IRU D UHGXFHG F
VHHQ VXEVHTXHQWO\ RQH RI WKH PRVW VWULNLQJ HIIHFWV LV L
FRQFHQWUWD WHIG LQ@FRPHY $Q DUJXPHQW PD\ EH PDGH IRU SURY
JDLQV VLQFH JDLQV DUH WD[HG RQEFWQFDXKDOV |DWAIRQ GX DRF N
DYRLG UHDOL]DWLRQV DV WKH WD[ UDW K QG VERADHMEH GRQVH T X}
UHYHQXH ORVV LV EDVHG RQ D VWDWLF HVWLPDWH ZKLFK DVVX
EHKDYLRUDO HIIHFWV ZKHQ WKH SUHIHUHQWLDO WD[ UDWH LV }
GHFOLQH ZKHQ WKHSWDQ UBBNWLBF WHBUMAHY RI WKH EHKDYLRUD

V RQO\ D VPDOO SRUWLRQ Rl WKH HD/EOLPBRXE URYHQXH ORYV
EOOLRQ ZRXOG EH JDLQHG LQ WKH ORQJ UX®& ,E\WWBI[LQJ FDSLW
EHKDYLRUDO UHVSRQVH LV ODUJH WKHQ UDLVLQJ WKH FDSLWDC
VXERSWLPDO LQYHVWPHQW SRUWIROWXKYDIRBIAFEXGGRHRGGHVL
EXGJHWDU\ SHUVSHFWLYH

BXEVHTXHQW UHVHDUFK KRZHYHU KDV HVWLPDWHG WKDW WKH
$VVXPLQJ D VPDOOHU EHKDYLRUDO UHVSRQVH VXJJHVWV WKDW
SUHIHUHQWLDO[FDISWW IFR XO GOEHW ELOOLR® % XWRIHWKE VWDWL]

20 CRS Report RL3255,Individual Retirement Accounts (IRAs): Issues and Proposed Expabgidimomas L.
Hungerford and Jane G. GravelldCRS Report RL3348%aving Incentives: What May Work, What May, Mgt
Thomas L. Hungerford

21 See Congressional Budget OffiGeducing the Deficit: Spending and Revenue Optidiasch 2011, p. @1
http://www.cbo.govitpdocsi20xxdoc1208503-10-ReducingTheDeficit. pdf

22 The lockin effect imposes efficiency losses because investors may be encouraged to holdhsiipoptiolios or
forego investment opportunities with higher pa& returnsCRS Report R4041T,he Economic Effects of Capital
Gains Taxationby Thomas L. Hungerford.

23 This issuds discussed iI€RS Report R41364apital Gains Tax Options: Behavioral Responses and Revdmyes

Jane G. GravelleThe coefficient in the serhbg function used for this estimatedsl, the old and new statutory tax

rates are 0.2 and 0.396, respectively, and realizations are equabtpwiteere A is a constant, e is the natural constant,

b is the coefficient, and t is the tax rate. The effective tax rates are probably lowéretissatutory tax rates,

especially for the ordinary income tax rate, but the gains would still be small. The tax expenditure is the tax differential
times the current realizations, whereas the revenue gain would be revenues at the new higher ratetcaupared
revenues.

26HH /HRQDUG ( %XUPDQ DQG :LOOLDP & 5DQGROSK -GéitsDaxXban@3d 3HUPDQHQW
L Q 3D Q H@meébcahEconomic Reviewol. 84, no. 4 (September 1994), pp. -‘BD9; andCRS Report R40411,
The Economic Effects of Capital Gains Taxatioyp Thomas L. Hungerford

25The revenue estimating coefficient of 3.1, which is used by JCT, was derived from time series estimates (change in
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WKH DFWXDO UHDOL]DWLRQ UHVSRQVH LV PXFK VPDOOHU WKH F
SUHYHQW PRVW RI WKH UHYHQXH JDLQ IURP £HLQJ FRXQWHG GX

7TKH VHGFRDSLWDO JDLQV SURYLVLRQ WKH H[FOXVLRQ RI JDLQV I
WKH EDVLV WKH DPRXQW VXEWUDFWHG IURP WKH VDOHV SULFH
WLPH RI GHDWK UDWKHU WKDQ WK\HURHMHWRD@ISW B FIKW\RH BKIH FH
RSSRUWXQLW\ WR DYRLG JDLQV E\ KROGLQJ DMY HHWWFPWWLO GHEL
GXULQJ WKH OLIHWLPH 7UHDWLQJ GHDWK DV D UHDOL]DWLRQ H°
WD[ DQG KDV ORIYRIWHEHHD@WKRXJK WKH DOWHUQDWLYH RI UHWD!
DV WKH EDVLY KDV EHHQ DQG ZDV LQ HIIHFW IRU DV DQ RSW
DSSURDFK ZDV DEDQGRQHG ZKHQ WKH %XVK WDUBXW.YHMUH H[W
SUREOHMPMWMWWHFSXUFKDVH SULFH LV QRW NQRZQ

7KH UHDOL]DWLRQ LVVXH GRHV QRW DULVH ZLWK EHQHILFLDO W
GLYLGHQGYV KRZHYHU VKDUH RQH DUJXPHQW IRU FDSLWDO JDLC(
RI FRIbDBMRH HTXLW\ LQFRPH )JURP WKLV SHUVSHFWLYH WKH WUHD
PLIJKW EH FRQVLGHUHG DORQJ ZLWK FRUSRUDWH WD[ UHYLVLRQ"
EHORZ WKH UDWHYV IRU LQGLYLGXDOV WK WRUSRYU® WH DRWUY KA
RSWLRQ ZRXOG EH PRUH H[WHQVLYH WKH ORZHU?WKWH WD[ UDWH"
VKRXOG EH QRWHG KRZHYHU WKDW LQ DGYDQFLQJ WKLV GRXEC
FDSLWDO JDLQV DURVFH IRWRFIFRUWSRO DWHOQWWSLVWULEXWLRQV DC
IURP SMRWYRXJIJIK HQWLWLHY WKDW FRX®G LQ SDUW UHIOHFW FRL

$ GLVDGYDQWDJH RI GLITHUHQWLDO UDWHV LV WKDW WKH\ HQFR
LQFRPH LOONRDERSLWOH H[DPSOH RI WKLY DFWLYLW\ LV WKH FDU
LQYHVWPHQW ILUPV ZKHUH ZKDW PD\ EH YLHZHG DV FRPSHQVDV
SURSRVDO WR WUHDW WKLV LQFRPH DV RUGLQDELQQER®HRIHG \
)< Y$QRWKHU H[DPSOH LV ERUURZLQJ WKURXJK D EXVLQHVV R
GHGXFWLQJ WKH LQWHUHVW EXW SXUFKDVLQJ DVVHWYVY ZKRVH \I
GLYLGHQGV UDWH

aggregat capital gains and aggregate tax rates in the economy as a whole). It was chosen because cross section and
panel studies at that time often yielded unreasonable estimates and appeared to be capturing transitory effects.
Moreover, a simulation study indieal that with this response it was easy to project realizations in excess of accruals.
Using state tax variations yielded more reasonable results, and the estimates were around 1 (the $55 billion estimate
uses 1.1). More recent time series data, as weelltd a smaller coefficient of 1.76 used by the Congressional Budget
Office. It would yield a gain of $37 billion. S&&RS Report R41364 apital Gains Tax Options: Behavioral

Responseand Revenuedy Jane G. Gravelle

26 JCT assumes a revenue estimating coefficient of 3.1, which would yield-aiomgvenue gain of about $5 billion
instead of $55 billion. SeEERS Report R41364 apital Gains Tax Options: Behavioral Responses and Revdmyues
Jane G. Gravelle

27 Corporate reform options are discusse@RS Report RL3422% orporate Tax Refornissues for Congresby
Jane G. Gravelle and Thomas L. HungerfendCRS Report R41743nternational Corporate Tax Rate Comparisons
and Policy Implicationsby Jane G. Gravelle

28 http://www.irs.goviaxstatshdtaxstatsdrticle,,id=96649,00.html

29 Joint Committee on Taxatiokstimated Revenue Effects Of The Revenue Provisions Contaitk&1@213 The

3$PHULFDQ -REV $QG &ORVLQJ 7D [6 AKRISKRFEOHEY ) RAWERIQVLGHUDWLRQ %\ 7KH +RX
RepresentativesICX-30-10, May 28, 2010http://www.jct.govpublications.htmlfunc=startdown&d=3685 For a

discussion of carried interest, 8BS Report RS2268%axation of Hedge Fund and Private Equity Managbss

Mark Jickling and Donald J. MarpleandCRS Report RS2271Taxationof Private Equity and Hedge Fund

Partnerships: Characterization of Carried Intereby Donald J. Marples
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Business

2Q0\ RQH LQGLYLGXRQ ERXV L@QMHYWM SURRAIM. WR UDQN LQ WKH WR
GHSUHPUIKWYRMQ\SH RI FKDQJH ZRXOG OLNHO\ QHHG WR EH FRRUC
UHIRUP DQG DV LQGLFDWHG LQ DQDO\WHV RI FRUSRUDWH UHIRL
GHSUHFLDQHREKDQJH IRU ORZHULQJ WKH UDWH 6LQFH DFFHOHU
LOQOYHVWPHQW DQG ORZHU UDWHYVY EHQHILW WKH FDSLWDO VWREFN
ZLQGIDOO JDLQ WKDQ WKH ZLQGIDOO ORVYV HUIRF W HGE FLIY[J UDHASH
RQ LQYHVWPHQW ULVHV 60ORZLQJ GHSUHFLDWLRQ DOVR UDLVHYV
ORQJ UXQ ZKLFK VKRXOG EH WDNMNWHUGWR DHG R K EQM XWVBIDNEKQD

OwneQccupied Housing

$00 WKUHH B M[iSH Q®ILWHN UWRHFFXBUHRZ QRXVLQJ DUH LQ WKH WRS
LQWHUHVW GHGXFWLRQ WKH SURSHUW\ WD[ GHGXFWLRQ DQG W
VDOH RI D KRPH 7KH ILUVW WZR SURYLVLRQWBUXLVILRBRUODEGLQ V
PDLQWDLQLQJ D KRPH 7KH H[HPSWLRQ IURP FDSLWDO JDLQV WD
FRVW RI VHOOLQJ D KRPH 7KH WKUHH SURYLVLRQV WRJHWKHU V
WKH WRS WZR H[SHQGLWXORWHWKG@VXFODXVHR@GERWKH HH[FOXVLR
SHQVLRQV 7KH PRUWJDJH LQWHUHVW GHGXFWERXSDHABRXQWYV IR
KRXVLQJ LQFHQWLYHYV ZLWK WKH FDSLWDO JDLQV H[FOXVLRQ D¢
HDFK

7KH PRUWMBUHMMW GHGXFWLRQ DQG GHGXFWLRQ RI SURSHUW\ WL
UHGXFH WKH FRVW RI DFTXLULQJ PEFRXPDH@WBKXYLQJ DVKBB MR 22
E\ WKH H[FOXVLRQ RI QHW LPSXWHG UHQWDOKHQBRPRIXVRARBIWRH V
HDFK RWKHU 7KH\ ZRXOG LQFOXGH WKH UHQW UHFHLYHG LQ LQF
GHSUHFLDWLRQ LQVXUDQFH DQG PDLQWHQDQFH DV ZHOO DV PI
UDWKHU WKDQ FODLPLQJ MXVWHEWGCXF® ISR HRW P R/D\WHID IHKHQ \&
LQFUHDVH WKHLU UHVSHFWLYH LQFRPHV E\ WKH QHW UHQWDO L
HVWLPDWHG YDOXH RI WKH QH®DUW R VKD e VIHUHR F K XD/ KCRLR/HDROZAOQRAL.
WZR GHGXFWLRQWHZ\RXPOHG WIVLBWWQGIHDW LQ SODFH +RZHYHU WD[
SUHVHQW VRPH DGPLQLVWUDWLYH DQG YDOXDWLRQ SUREOHPV

30 Depreciation allows deductions, over time, for the cost of equipment and structures. Ideally, the deduction in each
year should equal the dediin value of the assets. The tax expenditure is based on the difference between the tax
reduction from the depreciation system and an alternative system. The alternative system allows equal deductions per
year. The current depreciation system accelethtese deductions (allows them more quickly) by concentrating more
deductions in the earlier years and allowing them over a shorter period of time.

31 CRS Report RL3422%; orporate Tax Rerm: Issues for Congresby Jane G. Gravelle and Thomas L. Hungetford

andCRS Report R41743nternational Corporate Tax Rate Comparisons and Policy Implicatiopgane G.

Gravele. 6HH DOVR -DQH * *UDYHOOH 35HGXFLQJ 'HSUHFLDWLRQ $OORZDQFHV WR
National Tax JournalVol. 64, December 2011, pp. 1623954 and Jane G. Gravelle, Testimony before The

Committee on Finance, United States Serderch 6, 2012, Tax Reform Options: Incentives for Capital Investment

and Manufacturing.

32 The Department of Treasury classifies the exclusion of net imputed rental income as tax expenditure with an

estimated FY2014 revenue loss of $58.7 billion. The Joamhmittee on Taxation does not classify the exclusion as a

WD[ H[SHQGLWXUH QRWLQJ WKDW WKH 3PHDVXUHPHQW RI LPSXWHG LQFRPH IR
and its exclusion from taxable income may be regarded as an administrative hécessit &RQJUHVV -RLQW

Committee on Taxatiorgstimates of Federal Tax Expenditures for Fiscal Years 2015 committee print, 112

Cong., 24sess., January 17, 2012, 3632 (Washington: GPO, 2012), p. 6.).
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7KH PRUWJDJH LQWHUHVW GHGXFWLRQ LV VXEMHFW WR D OLPLW
PRUWJDJH WR DFTXLURIRU ALPOIRRYG MUKRIRPWY DOWKRXJIJK WKLV K
WD[SD\HUV 7KH GHGXFWLRQ LV QRW OLPLWHG WR RULJLQDO DF’
ERUURZ IXQGV ZLWK LQWHUHVW GHGXFWLELOLW\ WR ILQDQFH R\
WIHUUHG WR DV KRPH HTXLW\ ORDQV DQG KRPHRZQHUV FDQ HVV
ERUURZLQJ ,W LV VXEMHFW WR D VHSDUDWH H GRHLGNK RW LR®NH U H \
FDQ DOVRDDISERQ® RRU Y DFION CRIG Xtk RVMIRG URIVW RWKHU WKDQ PR
LQWHUHVW ZDV HOLPLQDWHG LQ WKH WD[ UHIRUP DFW

,Q FRQVLGHULQJ WKH PHULWYV RI WKHVH WD[ SURYLVLRQV WKUF
JRYHUQPHQW EH SURPRWLQJ KRPH RZQHUWKMWL"YHHIER @EKDH LW 8
WKDW JRDO" $QG WKLUG LI KRPHRZQHUVKLS LV GHVLUDEOH DL

+RPH RZQHUVKLS LV RIWHQ SUHVXPHG WR EH D GHVLUDEOH JRD(
HIITLFLHQF\ JURXQGW RRQOLW W@ KHKRX V@R R Q §WMYDHV K RPXDAL DK WV
DULVH IURP SRVLWLYH HIWHUQDOLWLHY EHQHILWYVY WR RWKHUV
PDUNHW LPSHUIHFWLRQ 7ZR MXVWLILFDWLRQV DUWKUSQHUDOO\
UHODWLQJ WR HIWHUQDO HIIHFWV DQG ZHDOWK DFFXPXODWLRQ
SRVLWLYH FRQWULEXWLRQV WR ORFDO WHUKERVKEBRGQGWE\ EHLQ
PDLQWDLQLQJ WKHLU KRPHV EHWWHWDRUEHHIQQD PIRXUHG VO RW Y H
KRPHRZQHUVKLS LPSURYHV WKH ZHOIDUH RI FKLOGUHQ DOWKRX
UHODWLRQVKLS GLVDSSHDUV ZKHQ FRQWUROOLQJ IRU RWKHU 1D
KRPHRZQHUVKLS WHQGV WX YWRHIXIFW KKDOVDEPDN REBWVHG IRU UHW
LYV HYLGHQFH WKDW ZKHQ KRXVLQJ ZHDOWK LV LQFOXGHG KRPH
UHQWHUV I LQGLYLGXDOV DUH P\RSLF RU IRU RWKHU UHDVRQV
SXUFKDVH RRRPOKRPHDG WR DQ DVVHW WKDW LQFUHDVHYV LQ YDO
7KLV HIIHFW PD\ EH SDUWLFXODUO\ LPSRUWDQW IRU PRGHUDWH

$W WKH VDPH WLPH KRPH RZQHUVKLS FDQ KDYH QHJDWLYH HIIH
SRVLMMWHUQDOLWLHY RQ QHLJKERUKRRGYV PD\ DOVR MRLQ LQ D¢
ODUJH ORW VL]JHV WR SURWHFW WKHLU SURSHUW\ LQ D ZD\ WKD
KRXVLQJ +RPHRZQHUV ZHUH PRUH DQWRFUDWHREGZ UWK H FOFALS/GH

33 Numerous articles and studies have besgtten on the positive and negative external effects of owneupied

housing or other market failures and the potential role played by tax and other subsidies, primarily the mortgage

interest deduction. They provide the support for the discusSerCRS Report R4159Ghe Mortgage Interest and

Property Tax Deductions: Analysis and Optipbg Mark P. KeightleyEdward Coulson and Herman Li, Measuring

the External Benefits of Homemership, May 2011http://econ.la.psu.eduécoulsordwnex.pdf Edward L. Glaeser

DQG -HVVH 0 6KDSLUR 37KH %HQHILWV RI| W KFaxPRIRHarkiRhe Bedriogwt. , QWHUHVW 'HG
James Poterba, January 2003, pp. 37 5LFKDUG *UHHQ 3+RPHRZQHUVKLS 6RFLDO 2XWFRPHYV
+RXVLQJ TRySchpe\ol. 5 No. 2,2001, pp.21 =KX ;LDR 'L (ULF %HOVN\ DQG ;LDRGRQJ /LX
Homeowners Achieve More Wealth in th&k Q J 5 XIQutrial of Housing Economic¥ol. 16. 2007, pp. 27290;

7TKRPDV 3 %RHKP DQG $ODQ 6FKORWWPDQQ 3HDOWK $FFXPXODWLRQ DQG +RP
+ R XV H KRit@sGapge Vol. 10, No. 2, 2008, pp. 22866; Christian A. Hilber and &cy M. TurnerHow Sensitive

are Homeownership Decisions to Tax SubsjdiErember 200Rttp://socrates.berkeley.eduaphaelGERT/

Workshopturner2010.pdf ThomasJ 'RKPHQ 3+RXVLQJ ORELOLWReghCSc3Qdd BrBIOrBaPHQW ~
EconomicsVol. 35, 2005, pp. 30825; and\. Edward Coulson ahLynn M. FisherHousing Tenure and Labor

Market Impacts: The Search Goes,@tip://buiznt.cob.calpoly.edaébkeconseminarsCoulson.pdf

34 CRS Report R41594,he Mortgage Interest and Property Tax Deductions: AnalysisGytions by Mark P.
Keightley.
35 CRS Report RL3348%aving Incentives: What May Work, What May, MgtThomas L. Hungerford

36 Ingrid Gould EllenWelcome Neighbor? New Evidermrethe Possibility of Stable Racial Integratjdihe
Brookings Institution, Washington, 199mtp://www.brookings.edafticles1997/
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7KH\ PD\ DOVR DGRSW SROLFLHV WKDW UHWDUG JURZWK DQG UH
PRUH GLIILFXOW ¥RUI\QHVEZ WHLGON UDIQMV ZHD OWK DFFXPXODWLRQ EHQ
LQYHVWLQJ WRR P XHFXGLWRD KRPH FFOUVDIROLR GLYHUVLILFDWLRQ
EHHQ GHPRQVWUDWHG GXULWQHFWXWLRIQF H QOO D EKLROR MR ZIOHVUR/

OHDGV WR ODERU LPPRELOLW)\ :KLOH WKLV HIIHFW LV QRW D PD
KRPHR®QFWIFXPVWDQFHY WKH FRVWV FDQ IDOO RQ RWKHUV EHI
XQHPSOR\PHQWRWQV XHWBFEBRM O\ *ODHVHU KDV DUJXHG WKDW VXE
OHG WR PRYLQJ DZD\ IURP KLJK GHQVLRQ RRXRXQIL GFID XYM @Y FR QF
WKH YLWDOLW\ Rl FLWLHV DQ®& FIOKX \PIDYD H\Y X G BRI P\M R MADHO H3 DHPFT
EHHQ GLIILFXOW WR HVWLPDWH EXW WKH\ GR OHDG WR VRPH TX
VXFK ODUJH EHQHILWYV IRU KRPHRZQHUVKLS

7KH PRUWJDJH LQWHUHVW DQG SURSHUW\ WD[ GHGXFWLRQV KDY
WKH OLNHOLKRRG RI KRPHRZQHUVKLS DQG WKH\ PD\ LQFUHDVH \
UDWKHU WKDQ WKH VL]H RI KRPHW Q®IORW LD G YL R QIFHHL JKE RHUY
VXJIHVWV WKDW WHQXUH FKRLFH LV QRW DIIHFWHG YHU\ PXFK E
RZQHUVKLS KDV QRW FKDQJHG DOWKRXJK FKDQJHV LQ LQIODWLF
WKH UHODWLYH FBVWVRUHRZWLQJ 6LPLODUO\ KRPH RZQHUVKLS L
FRXQWULHV ZLWKRXW WKHVH EHQHILWYV 7KRVH RQ WKH PDUJLQ
\RXQJHU RU KDYH ORZHU LQFRPHV DQG WKXV DUHHDHVV OLNHO\
PDMRU EDUULHU WR RZQLQJ D KRPH LV WKH GRZQ SD\PHQW ZKL
UHFHQW WHPSRUDU\ WDI FSHURRPWIERXQHWRKHHGUWW PD\ KDYH EHHQ
WKH GRZQ SD\PHQW LVVXH EXW HYHQ UWWUBIQRLW KB QS X WKOL\QLIQ
UHI®QG

7KH PRUWJDJH LQWHUHVW GHGXFWLRQ DQG SURSHUW\ WD[ GHG)
QHW UHQW PD\ FDXVH PRUH H[SHQGLWXUHWRRXERNKE LKQR XNRLQ W K
DQG ZKR EHQHILWWUR® W KbH @CFHHGKRQ O\ DERXW RI WD[SD\HUV S
LQFRPH WD[SD\HUV LWHPL]H G\HAXURWLRRY RRPEM DERKW WCOR W
EHQHILW ZHDOWKLHU WD[SD\HUYV

,Q JHQHUDO WKH RIWHQ DVVHUWHG D $BJRBPHQWXE MRHFW XYERLGL]LC
XQFHUWDLQW\ ORUHRYHU WKH VXEVLGLHVY DUH TXLWH ODUJH D!
(OLPLQEDWLQJ WKHVH VXEVLGLHVY FRXOG LQFUHDVH WD[ UHYHQXI
JRU HIDPSOH WKH PLOOLRYY FHIFOUL @ R ORMGHEOH DLEDHHUPK KRPH |
FRXOG GLVDOORZHG DQG RQO\ PRUWJDJHV RQ WKH SULPDU\ UH
WKDW UHGXFLQJ WKH FRPELQHG PLOOLRQ OLPLW PLOOLRC
HTXLW\ ORDQVZR)ROG UDLVH DERXRSHUBNL\OWDRH)V FRXOG EH VXEM
SHUFHQWDJH RI LQFRPH FHLOLQJ RU D FHLOLQJ PLJKW EH LPSR

winter_communitydevelopmérellen.aspx

S7:LOOLDP 5RKH 6KDQQRQ 9DQ =DQGW DQG *HRUJH OF&DUWK\LMRFLDO %HQHIL
Income Homeownershipd. Nicolas P. Retsinas and Eric S. Belsky (Washington: Brookings Institution Press, 2002),
pp. 394396.

383See(GZDUG / *ODHVHU 35HWKLQNLQJ WKH )HGilystapeVveh LE vo. 2RATIIbE. +RPHRZQHU\
5-38. Glaeser argues that ownership is more naturally associated with detached dwellings rather thait multi

dwellings which involve shared owrstrips of some portions of the dwelling (such as roof, heating system, landscape)

and that subsidizing home ownership indirectly subsidizes larger detached houses.

39 SeeCRS Report R40153 he FirstTime Homebuyer Tax Credit: An Economic AnalyisisMark P. Keightley.

40 SeeCongressional Budget Offic8udget Optionsvol. 2, August 2009ttp://www.cho.@v/ftpdocs02xx/
doc1029408-06-BudgetOptions.pdf
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&%2 IRU HIDPSOH UHSRUWY HVWLPDWHYV SUHSDJIHR® BERUED AQ@GL
VWDWH DQG ORFDO WD[HV WR RI DGMXVWHG JURVV LQFRPH ZR
WR ELOOLRQ LI WKH GHGXFW ‘R RRAUKBE O G5 WDS RV XM WHK BI @ LPR X
WKH EHQHILW WR PRUH PRGHWBWHEKEQWRWKXWRMREHRZAAUW LRU WK
GHGXFWLRQ ZKLFK ZRXOG PDNH LW DYDLODEOH WR DOO KRPHR:
FRQWH[W RI D ODUJHU UHIRUP WKDW ZRXOG UHSHDO PRVW RWKF
WR FFHGLWYV

7TKH SRWBGI GWHFW RI WKH KRXVLQJ FDSLWDO JDLQV H[FOXVLRQ L
EHQHILW LQ WKH SRVVLEO\ IDU IXWXUH LW LV OHVV OLNHO\ WR
WD[LQJ WKHVH JDLQV DV ZLWK RWYH W ERRIA-NVHFAV J ZIKQ ¥ KW D [(H W Kz
FDVH DIIHFWV QRW RQO\ WD[ UHYHQXHY DQG SRUWIROLR GLYHU
FRXOG H[DFHUEDWH WKH SUREOHP RI ODERU LPPRELOLW\ ,W FD
IDPLOLHV KDYHHAHWRPHRVRAD® GRZQVL]LQJ RU VZLWFKLQJ WR UH(
WKHLU KRXVLQJ ZHDOWK IRU OLYLQJ H[SHQVHV VLQFH LI KRPH)
WHB®WHFDXVH JDLQV RQ KRPHV KDYH ODUJHO\ EHHQ BWHRWHFWHG
OLWWOH GDWD WR SURYLGH DQXRLEGBRWHQYWHDHD IBIIF WHRIXBI@\IORP
HISHQGLWXUH DOWKRXJK LI WKH HIIHFW LV DV ODUJH DV WKDW
HYHQ DW WKH ORZHU HODVWREBFGWQEYV\ WDWMHM FRXSQE FERJOHBW |
VWDWLF UHYHQXH JDLQ &RQVHTXHQWO\ WKHUH DSSHDUV WR S
WKLV WD[ EHQRFIFXX SRMWGRERXWL QJ

Consumption

JRXU RI WKH SADEYAMODLWRIPNOLQIIHFW KRZ LQGLYLGXDOV DOORFDW
UHODWH WR KHDOWK DQG RQH WR FKDULWDEOH FRQWULEXWLRQ

Health

7KH KHDOWK PDUNHW LV VXEMHRWLWRHOQ XHPFHW RRXY VV HZEKILR X VU PN X C
LQGLYLGXDOV ZLWKRXWRKHDIOIWKK LLAQWXWD@FH GR QRW SD\ WKH |
D VSHFLILF HSLVRGH OHDGLQJ WR RYHU FRQVXPSWLRQ ,Q WKH
WR EX\ DQGVSIHGHQDOO\ ©RRQWDRQVOD FRYWY DQG DFKLHYLQJ :
LQVXUDQFH FRYHUDJH DUH WZR JRDOV WKDW KDYH IUHTXHQWO\

41 See Congressional Budget OffiGeducing the Deficit: Spending and Revenue Optidiasch 2011, p. 148.
http:/Avww.cbo.govftpdocsl20xxtoc1208503-10-ReducingTheDeficit.pdf

42 The Congressional Budget Office discusses a proposal to limit the value of the deductions to 15%. See Congressional
Budget Office, ibid., p. 151. Note, however, that there are cet&inzed deductions that might need to be retained in
deduction form, such as deductions for casualty, theft and gambling losses (important in properly measuring income),
and medical expenses.

43 SeeCRS Report RL32978he Exclusion of Capital Gains for Owr@ccupied Housingoy Jane G. Gravelle and
Pamela J. Jackson.

44 Some of this insurance problem arises from a phenomenon known as adverse selection: individuals know more about
their health status than insurance companies and insurance-griaezt for the healthy and underpriced for those in

poor health. As a result, healthy individuals tend to leave the market, driving the price up. Another problem concerns
preexisting conditionso that individuals cannot generally purchase insurance after medical conditions have become
apparent. Thus a private market cannot fulfill social insurance objectives.

45 SeeCRS Report R40834,he Market Structure of the Health Insurance IndydigyD. Andrew Austin and Thomas
L. Hungerford CRS Report RL3375%ealth Care and Marketdy D. Andrew AustinandCRS Report RL34101,
Does Price Transparency Improve Market Efficiency? Implications of Empirical Evidence in Other Markets for the
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7KH VLQJOH ODUJHVW KHDOWK WD[ H[SHQGLWXUHRWHKKN H[FOXVL
ZKLFK HQFRXUDJHV HPSOR\HU KHDOWK EHQHILWY KDV PL[HG HII
WKH H[FHVVLYH SXUFKDVH Rl KHDOWK ERQXXPS WH P@® G O\ ¥V \Q.Ig
FRVWV Rl KHDOWK FDUH ORUHRYBQFHEKIRXOWGRFHDWOU HR HW P P @ (
IRU RUGLQDU\ H[SHQVHVY DQG PRUH FRPSOHWH FRYHUDJH IRU FD
W\SLFDOO\ GR QRW KDYH D KLJK GHGXFWLEOH D ViSWKDWLRQ RI
WKH VDPH WLPGE DIQVLRBR SWDOW UROH LQ GHDOLQJ ZLWK PDUNH!
LQDGHTXDWH LQVXUDQFHHRIHUOVY IS DPPROIWLRIY QRKOH HOGHUO\
FRYHUHG E\ PDQGDWRU\ JRYHUQPHQW SURJUDPV 7KHUHIRUH W
ZKLAKRYXOG EH ZHLJKHG DJDLQVW WKH LQFHQWLYHV WR LQFUHD\

7KH KHDOWK OHJLVODWLRQ SDVVHG LQ WKB BDWLHQW 3URW

DQG WKH +HDOWK &DUH DQG (GXFBWLRQ 5ERRQELOLDWLRQ $
PDQGDWH KHDOWK LQVXUDQFH DQG FRQVWUDILRYMGH UDQJH RI S
VXEVLGLHVLRARPRIBPLOLHY QRW FRYHUHG E\ OHGLFDLG WKH K
WKRVH L& SRYMIXWWLILFDWLRQ IRU HQFRXUDJLQJ HPSOR\HU KHD
DSSO\ ZLWK VXFK D XQLYHUVDO FRWMHUBIDFWVIVRKO G SXHFFDV®
WD[LQJ WKHVH EHQHILWYV ZRXOG EH FOHDU %XW DV GLVFXVVHG
FKDOOHQJHY WR WD[LQJ HPSOR\HU KHDOWK LQVXUDQFH ZKLFK
GHVLUDEOH RQ HIILFWHRFN PORG D GWKLARLSKRYLVLRQ IURP EHLQJ |
UDLVH WD[ UHYHQXHYV

7KH KHDOWK OHJLVODWLRQ DGRSWHG LQ &DODXEBDIELWKWHG WD|
SODQV E\ SODFLQJ DQ H[FLVHVEYRQ RROUKIG K HBO W KEEQ B WWH Wo XW L
LPSXWH LQFRPH WR WKH HPSOR\HHV IRU WKHVH SODQV UDWKHL
EDVHG RQ WKH FRVW DERYH D FHLOLQJ $ SRVVLEOH SROLF\ RSW

$ UHODWHG SURYLVLRQ WKIHGHG ARGIHRD FOII IEWE@ H LIDNYOPURY ZR X
HDVLHU WR HPLAHWBWHD SODQ DOORZV HPSOR\HHV WR FKRRVH L
PDMRU XVH LV WR FRYHU KHDOWK LQVXUDQFH SUHPLXPV SDLG E
KHDOWK

7KH RW RHUKMDMWK UHODWHG WD[ H[SHQGLWXUH WKH GHGXFWL
LV DQ LWHPL]HG G HUXERMNHRWY KRID OWRKRKMHQGLWXUHV LQ H[FHVV
DGMXVWHG JURVV LQFRPH &XUUHQWO\ WK GHGKERH REXMW [RU
WKDW DPRXQW ZLOO LQFUHDVH WR LQ 7KH UDWLRQDOH IF
H[SHQVHV DUH LQYROXQWDU\ R QHEL QIKDWWIRHSDX\FW I KM W\ [ B D\ HE
LPDJLQH QRW DOORZLRU NRW B \VDNOWRZAOLFFMHIGLFDO H[SHQGLWXUF
LVVXH FRXOG EH ZKHUH WR VHW WKH IORRU 7KH IORRU LV KL
WKH IORRU ZDV HLWKHU RU W LV QRW FOHDU ZKHWKHU WK
VWD O DFKLHYL®&RDOMNKRE Bl EIEGMLW H

Health Sectarby D. Andrew Austin and Jane G. Graeell

46 Socially optimal insurance would cover the care of an individual up to the point where the marginal benefit equals
WKH PDUJLQDO FRVW 6HH -RQDWKDQ *UXEHU 37KH 7D[ ([Na&t¥naLT”RQ IRU (PSOR\H
Journal Vol. 64, Jume 2011, Part 2, 51330.

47 SeeCRS Report R41331ndividual Mandate and Related Information Requirements under, BZ Aanemarie
Mulvey and Hinda Chaikind

48 Cafeteria plans are ameloyer benefit that allows employees to choose benefits among various options that include
cash (which is taxable), taxable benefits such as vacation time, and nontaxable benefits such as health care.
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Charitable Contributions

$ GHGXFWLRQ IRU FKDULWDEOH FRQWULEXWLRQV LV DQ LWHPL]F
IDLOXUHV EINFBXGSHUREOHPY WR WKH H[WHQW WKHRFRRWULEXWL
ZHOIDUH LQGLYLGXDO WD[SD\HUV FDQ EHQHILW IURP WKH FRQW
LQFHQWLYH WR QRW FRQWULEXWH FRQVHTXHQWO\ RYHUDOO JL
WR UHOLHYH SRYHUW\ FDQ SUR®GGW RD QRFERQRAHQHEKRVMDWR GR®
LI WKHUH LV D VRFLDO YDOXH VXFK DV UHGXFLQJ FULPH

7ZR LVVXHV KRZHYHU PDNH WKH GHGXFWLRQ SRWHQWLDOO\ TX
7KH ILUVW LV WKDW WKH LQGLYLGXD ®VFRRWUKIDEXWR UVKD\QEW KLH)
ORVV VR WKDW WKH JRYHUQPHQW FRXOG SURYLGH PRUH IXQGV
7KLV HIIHFW RFFXUV ZKHQ WKH HODVWLFLW\ RI FKDULWDEOH JL)
FRQWULEXWLRQV IURPHV |IRKDQYVN WKW RQBIWZKLFK PRVW FXUL
7KH VHFRQG LV WKDW WKH FRQWULEXWRUV PD\ UHFHLYH GLUHF\
FRQWULEXWLRQV PD\ JR WR FKDULWLHV WKDW PXFK RI WKH SRS
FRQWULBXWYHFWHL YHR WURKPIWY DW WKH RUFKHVWUD RU ER[ VHDWYV
JLYH WOBRHPYAXH VFKRROV DQG DUW PXVHXPV WKDW PXFK RI WKH S
OLWWOH RI FKDULWDEOH JLYLQJ OHVV WRDQ JRHV GLUHFWO\

2QH RSWLRQ IRU FKDULWDEOH FRQWULEXWLRQV LV WR SURYLGH
UHODWLYH WR LQFRPH DUH HOLJLEOH DQ DSSURDFK WKDW LQFL
ORVV ,W ZRXOG DOVR LQFUHDVGR®DWELRRSOZRRYEGE QRQE R QIMDOE

RI LQFRPH IORRU LV SURMHFWHG WRFBRUGHQJ W E LW IOH ROD WRHIV
DYDLODEOH DERXW RI FRQWULEXWLRQV ZRXOG QR ORQJHU K
DOWKRXJK NV BEBLQHZRIQXG EH RI WK B FKRIWDHD WY [ Y4 H N @M®LUN K U
LQ UHYHQXH FRPSDUHG WR WKH UHGXFWLRQ LQ LQFHQWLYH LV I
E\ WD[SD\HUV WHWR DZARX O G D U DL @BI@ IGQVIDQWRYZKEE WRR QWRULEXWLR
LQFRPH

$QRWKHU RSWLRQ RU SHUKDSV DQ DGGLWLRQDO RQH LV WR UH
7D[SD\HUV ZKR GRQDWH DSSUHFLDWHG SURSHUW\ FDQ WDNH D G
ZLWKRXW SD\LQJ FD $iL WU HDLMHV L\Q DY DROX W K$ERXW D TXDUWHU F
FDVK DOWKRXJK DERXW DUH IRU FORWKHY DXWRV DQG KRX\
RI DSSUHFLDWHG SURSHUW\ VXFK DV VWRFEN UHDO HVWDWH DC
LQFRIMR XSV 5HYLVLRQV FRXOG DOORZ GHGXFWLRQV RQO\ IRU W
RU WKH EDVLV ZKLFK ZRXOG HQFRXUDJH SHRS®H WR VHOO WKH

49 Counting indirect and #kind estimates this numbaray rise to between 25% to 30%, depending on a range of

estimates for religious giving. These numbers encompass items other than direct needs such as scholarships for higher
education. See Patterns of Household Charitable Giving by Income Group, 20@5egriep Google by the Center on
Philanthropy atddiana University, Summer 200itp://www.philanthropy.iupui.ed®eseech/
Giving%20focused%200n%20meeting%20needs%200f%20the%20poor%20July%202d8i. fiutther discussion

of charitable contributions issues €8RS Report RL34608ax Issues Relating tCharitable Contributions and
Organizationsby Jane G. Gravelle and Molly F. Sherl@idCRS Report R4051& haritable Contributions: The

Itemized Deduction Cap and Other FY2011 getdOptionsby Jane G. Gravelle and Donald J. Marpl&ke second

report contains a review of evidence on the elasticity of charitable giving.

50 See Congressional Budget OffiGeducing the Deficit: Spending and Revenue Optidiasch 2011, p. 30.
http://www.cbo.govitpdocsA 20xxdoc1208503-10-ReducingTheDeficit. pdf

51 Based on the 2006 Statistics of Income public use file. In that year there were $175% rbdbatributions, with
$22.3 hillion for taxpayers below the floor and $2.3 billion for taxpayers who switch to the standard deduction.

2FordataonnorFDVK JLIWYV VHH 'HHQD $FNHUPDQ DQG *HUDOG $XWHQ 37D[ ([SHQGL
ContributiR Q Wational Tax Journaglvol. 64, no. 2, Part 2 (June 2011), pp-&&B.

Congressional Research Service 16



The Challenge of Individual Income Tax Reform

Labor Supply

7ZR SURYLVLRQV UHODWLQJ WR O DERED MXISIS HI\DVYHH & Q QWHRP B WRE
FUHGLW DQG WKH H[FOXVLRQ RLRQVQDUYUHEWQH ILAAH QW HYHVSGE R L
HQFRXUDJH ZRUN HIIRUW

7KH HDUQHG LQFRPH FUHGLW. Q¥ FOP ADIMRBUL WIXEXDGV | RMY SHRFA.D O O\
ZLWK FKLOGUHQ DQG KDV KHOSHG WR RIIVHW WKH VWDJQDWLRC
WKH ORZHU HQG Rl WKH LQFRPH VSHFWUXP 8QIOQNRIPRRWKHU WUL
LQGLYLGXDOV LW LV UHODWHG WR HDUQLQJV ,Q WKHRU\ LW VK
VLQJOH SDUHQWY EXW FRXOG UH GXORHG K\RXRR/Q B\ MOKIRQY/HHU VQEW KB .
EHQHILWY DUH SKDVHG RXW DQG FUHDWH LPSOLFLW WD[HV DV H
HQFRXUDJHV ODERU IRUFH SDUWLFLSDWLRQ RI VLQJOH PRWKHU)
PRVW LPSRUWD W ZMXYWHWL ILVF GWVRQ@QLEXWLRQDO UDWKHU WKDQ
HIITLFEHQF\

7KH RWKHULYURQHW.RRQRW H[FOXGHV D FHUWDLQ BPRXDQW RI LQFR
6LQFH WKHVH LQGLYLGXDOV DUH SURWHFWH®/ KURPSGRXEWVIHR® D [
VXEWHGWKH ORFDWLRQ RI HPSOR\HHV LQ ORZ W®»g HWDXUM WRL EW L R
QR FOHDU HFRQRPLF UDWLRQDOH

Government

YRXU RI WKH WD[ HIEBBRGH WWOJ HRH QB ILWV UHODWH{EL WIRHIRYHUQP
H[HPSWLRQV IURP WD[HV RQ JRYHUQPHQW SURYLGHG EHQHILWYV
ORFDOLWLHV 7KHVH SURYLVLRQV EDVDREDBOWK WXH \DLUGH. [THX BIR YWH_URC
WR ZKHWKHU WKH JRDOV FDQ EHVW EH PHW WKW RX\VKD WIDD SWRML
TXHVWLRQ LV QRW VR PXFK WKH HIIHFW RI WKH WD[ SURYLVLRQ
VDYLQJV SULYDWH FRQUXPBERR Y ¥XXRAFHVXW RQ ZKHWKHU WKH)
RI JRYHUQPHQW SURJUDPV RI WUDQVIHUV WR LQGLYLGXDOV RU

Exemption of Medicare and Social Security Be

7ZR Rl WKH WD[ H[SHQGLWXUHV L @HRBNGHMIMHYHDOBSSOREY RI 6RI
BHFXULW\ EHQHILWV PURPHLOQHWERFAWLBR@WLREH IHGHUDO GHILFL\
EHQHILWY FRXOG DOVR EH DFKLHYHG E\ GLUHFWO\ UHGXFLQJ Wk
$OWHUQDWLYHO\ UBRAQX®GIGHBRBLWD[RQG OHGLFDUH EHQHILWYV
PDLQWDLQ RU LQFUHDVH EHQHILW OHYHOV WKLV ZDV WKH MXVW
EHQHILWY EHJLQQLQJ LQ

7KH UHFLSLHQWYV DIIHFWHG E\ WD[LQJ OHGLRDWHUIHQER®H WD VS DREX
VLQFH WKH OHGLFDUH EHQHILW LV QRW WLHG WR LQFRPH VHH E
EHQHILWY DUH VXEMHFW WR WD[DWLRQ ORZ DQG PRGHUDWH LQ
LQFUHDVHG EXUGHQ RI WD[HQUWNOV HBHREHXORBHFXULW\ EHQ

6HH 1DGD (LVVD DQG +LODU\ +R\QHV 35HGLVWULEXWLRQ DQiaion@| ([SHQGLWXL
Tax JournalVol. 64, No. 2, Part 2, June 20pp. 689730.

5 CRS Report RL3364Tax Expenditures: Trends and Critiquéy Thomas L. Hungerford

55 Up to 85% of Social Security benefits are taxable; the percentage that is taxable dependsonmhef other
income received by the taxpayer. $RS Report RL3255%0cial Security: Calculation and History of Taxing
Benefits by Christine Scott
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7TKH IXQGDPHQWDO LVVXHV ZLWK WKHVH WD[ FKDQJHV DUH ZKHW
KRZ WKH FRVWY DQG EHQHILWY VKRXOG EH GLVWULEXWHG DQG
DGPLQLVWUDWLYHO\ IHDMVEEOH WHRK W\DH DWDIPRQLRVRWWKHU IHGHUDC
EHQHILWY VXFK DV WKH H[FOXVLRQ RI FHUWDLQ DOORZDQFHV Il
HPSOR\HHV ZRUNLQJ DEURDG MMBHWKHLWWFOXVLRQ RI YHWHUDQ

Subsidies fbaoc@dvaetren naenndt s :s IXeodru cItnicoonme Ta x e s
ExclusTon BxXempt Bonds

7KH RWKHU WZR WD[ HISHQGLWXUH YV NDHEOBIWH GV KVRRV BIRW K D @/ P\HXQS/E
VDWH DQG ORFDO JRYHUQPHQWYVY WKH GHGXFWLRQ RI VWDWH DQ
WD[HV HIIHFWLYHO\ VPDOOHU IRU LWHPL]J]HUV D&GIRWH H[FOXVL
WKDW WKH SURSHUW\ WD[ GHGXFWLRQ ZDV LQFOXGHG LQ KRXVL

‘LWK\ W@QEVLG\ WR VWDWH DQG ORFDO JRYHUQPHQWY ZKHWKHU °
RQH TXHVWLRQ LV ZK HW KH DU HIURMWL @ KIH @HDWDLAR § KRXO G VXE VL (
VSHFLILF VWDWHV RU ORFDOLWLHV 6RRMH JRYG DRFDOW RHMWYQPF
GR SRWHQWLDOO\ EHQHILW DOO IHGHUDO WD[SD\HUV WR VRPH G
VXFK DV UHVLGHQXSLDOLYBQEWBEH PRENOLW\ Rl WKH SRSXODWLR
EHQHILWY WR HGXFDMWH®W RAKLRRHL R IDMKHHFWD [ EHQHILWV RI JHQ
H[HPSW ERQGV VLPLODUO\ WD[SD\HUV PD\ EHQHILW IURP WKH

IRU %XW RYHUDOO WKH VSHQGLQJ RI VWDWH DQG ORFDO JRYHU
UHHQW YV

JXUWKHUPRUH WD[ HIHPSW ERQGV DQG LQFRPH WD[ GHGXFWLRC
VXEVLGLHV ,QFRPH WD[HV WHQG WR EH WKH KLJKHVW IRU ZHDO
IHZ VWDWHY GR QRW KDYH LQFRMDWIHWWG7DWHSHRYWGHRQ GG\K DA
VXFK DV EXLOGLQJV W LV XQOLNHO\ WKDW D V\VWHP RI JUDQ\
WDUJHWHG LQ WKLV SDUWLFXODU zZzD\ )RU WKHVH UHDVRQV ERW

JRU LQFRPHFWDR@WGXQ DOWHUQDWLYH WR HOLPLQDWLQJ WKH G
SHUFHQWDJH RI LQFRPH WKLV FKDQJH ZRXO@®SSORUNR DOO WL
H[DPSOH UHSRUWYV HVWL P DWLHYJ SUKBW UH.® [EME @D BQGW B WE XF Q/E
ORFDO WD[HV WR RI DGMXVWHG JUR LGRRBHDZREWRUDLVH
ELOOWK® GHGMNBW LHRIQIPQ W RIWHVEK H U

YRU WD[ H[HPSW ERQ &V KW ZR U\WW XWW OH LWHWKDW DQ H[HPSWLRGC
FRVWO\ WKDQ D GLUHFW VXEVLG\ WR WKH VWDWHY VLQFH WDJ[SC
ZLQGIDOO ,QGLYLGXDOV LQYHVW LQ WD[ H[HPSW ERQGV ZLWK O
D\LQJ WKH ORZHU \LHOG LV KRZ WKH VWDWH DQG ORFDO JRYHU
RQ D WD[DEOH ERQG LV DQG WKH \LHOG RQ D WD[ H[HPSW ERQ
LQ WKH PDUJLQDO WD[ EUDFNHWWZLRO O/ EGIF N K H KDY WRIWY EWW Z
WKH VDPH EXW D WD[SD\HU LQ WKH WDD [EUBDWNXHY ZALROR W IKIHF |
H[HPSW ERQG ,l WKH IHGHUDO JRYHUQPHQW SDLG WKH VXEVLG\
ZRXOG EH H@UFH YDADMWGE WIQG ORFDO ERQGYV ZRXOG EHDU WKH VL

56 SeeCRS Report RL3278Federal Deductibility of State and Local Taxby Steven MaguireCRS Report R41735,
State and Local Government lieAn Analysisby Steven MaguireandCRS Report R40523ax Credit Bonds:
Overview and Analysjdy Steven Maguire

57 See Congressional Budget Officeducing the Deficit: Spemdj and Revenue Optigniglarch 2011, p. 148.
http://www.cbo.govitpdocsi20xxdoc1208503-10-ReducingTheDeficit. pdf

58 For a discussion of tax exempt bonds, GRS Report R42396The Impact of Budget Proposals on T&xempt
Bonds by Steven Maguire
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LQLWLDWLYH KDV DOUHDG\ EHIXQ LQ WKLYV DUHD ZLWK %XLOG $I

ELOOLRQ RI WKH WRWDO FRVW $Q\ FKDQIJ&SIOQ RQO \HMRP SW
QHZ LVVXHV RI ERQGYV DQG D VKLIW WR GLUHFW VXEVLGLHV ZRX
7TKH &%2 EXGJHW RSWLRQV VWXG\ UHSRUWYV -&7 HVWLPDWHV LQC
)< EXW ULVLQJ WR ELOOLRQ E\ )<

7KHPRMD G LVVXH LV WKDW DERXW D ILIWK RI WKH FRVW Rl WKH H
ERQGV ERQGV XVHG WR ILQDQFH JRYHUQPHQW LQYHVWPHQWYV V
ERJGNKHVH IXQGV DUH ERUURZHG E\ EXVWQWRVEN HDPREX B HGHIR D
SULYDWH ERUURZLQJ 7KHVH ERQGVY KRZHYHU DUH FDSSHG LQ
VSHFLILF XVHV VHZHU IDFLOLWLHV GRFNV WUDQVLW WKH SXL
KRVSLWDOV ELOOLRQ

$Q\ PRGLILFDWIHRRBEWI VMPINHUHVW ZRXOG OLNHO\ QHHG WR EH FRI
UHIRUP VLQFH FRUSRUDWLRQVY DOVR SXUFKDVH WKHVH ERQGYV D
LQGLYLGXDO UDWH

Structural

7KLV FDWHJRU\ LV FRPSRV & RUHFSMIREHQYWR @ M WKD W IGRFRW EHKDY
DSSHDU WR EH DVVRFLDWHG ZLWK GLVWULEXWIZBROB/ RU HTXLW)
WKH FKLOGKEBKZIRXOG EH ODUJHU LI WKH FXUUHQW KLJKHU FUH

VWLPXOXV DUH PDGH SHUPDQHDMEB®®Y H[WHQGHG SDVW Vi

Ot her Notable Tax Expenditures

%\ FRQFHQWUDWLQJ WKH GLVEXVVLRQ RQ WKH ODUJHVW  WDJ[ F
VPDOOHU SURYLVLRQV WKDW FRXOG EH PRGLILHG RU HOLPLQDW
DPRXQW R| WIOEWSYMQYXHDOO RI WKH UHPDLQLQJ SURYLVLRQV

RI DW OHDVW ELOOLRQ ,Q VXP WKH\ DFRSOWARWXUHELOOLF
&RPSDUHG WR FDWHJRED G KMVH EPW DRM UQVD[ H[SHQGLWXUHV L
SURYLVLRQWRFRM RHBHKRXVWQR PURY RQARQYV DUH UHODWHG WR
ODUJHVW FDWHJRU\ LV FRQVXPSWLRQ ZLWK KHDOWK DQG HGXED

Table 4.Additional Tax Expenditures Not Among the Top 20,With a Cost of $1
Billion or More ,FY2014

Amount

Provision Category ($hillions)
Exclusion of Allowances, Military and Foreign Service Government 7.9
([FOXVLRQ RI 9HWHUDQ: -V %HQHILWYV Government 72
Miscellaneous Employee Fringe Benefits Labor Supply 7.0
Small Business Employee Heattburance Credit Consumption 6.0
Self Employed Health Insurance Deduction Consumption 5.9
Employer Provided Noiealth Insurance Consumption 5.7

59 CRS Report RL3145Rrivate Activity Bonds: An Introductioiy Steven Maguire

60 For a description of the child credit, 8BS Report R4193F;he Child Tax Credit: Economic Analysis and Policy
Options by Margot L. CrandatHollick.
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Amount
Provision Category ($billions)

Employer Provided Transportation Benefits Labor Supply 57
Tuition Tax Credits Consumption 5.5
Exclusion®of Workers Compensation (Health) Consumption 5.4
Production Activities Deduction Business 53
Exclusion of Workers Compensation Government 5.2
Exclusion of Cash Public Assistance Government 5.0
Exclusion of Health Insurance Military Consumption 5.0
Additional Standard Deduction, Blind and Elderly Structural 4.4
Exclusion of Earnings of Voluntary Employees Beneficiary  Labor Supply 42
Associations

Exclusion of Scholarships and Fellowships Consumption 2.7
Deferral of Gain, NorDealer Installment Sed Savings 2.7
Child Care Credit, Employer Care Labor Supply 26
Personal Exemption for Students Consumption 24
Health Savings Accounts Consumption 21
Exclusion of Damages for Injury or Sickness Structural 1.6
Deferral of Interest on Savings Bonds Government 15
Non-Recognition of Gain on Like Kind Exchanges Saving 13
Exclusion of Employee Meals and Lodgin Labor Supply 13
Exclusion of Employee Education Assistance Consumption 1.0

Source: CRS calculations based on Joint Committee on Taxation revenue estimates.

ORVW RI WKH KHDOWK SURYLVLRQV DUH H[WHQVLRQV RI HPSOR\}
VHSDUDWHO\ IRU PLOLWDU\ SHUVRQQHO DQG UHWHWHDA ZRUNFE
HPSOR\HG DQG DQ DOWHUQDWLYH HPSOR\HU SODQ KHDOWK VD
VLPLODU WR WKRVH IRU H[FOXVLRQV RI HPSOR\HU SURYLGHG KH

7TKHUH ZHUH QR HGXFDW L RIQGXE U IWKLIRHX\ KRY) WHIHHMSESRR'D & O \
DYDLODEOH WKH\ KDYH D U# DOIONV DYDHIQ H V R/DRIOWKHHIYWHHQ X\H VD IRKY W X
HOQDFWHG LQ ZKLFK KDV EHHQ FULWLFL]JHG DV DGGLQJ FRP.
DSSDUDWXV IRU IHGHUDMH®WXGHQW DLG DOUHDG\ H[LVW

7KMHF FO@® J HV WRF DMDH JRR[S\H Q G L NDXELOHY OR YMUHGPHQW SURJUDPV

LQFOXGH WKH H[FOXVLRQ RI YDULRXV PLOLWDU\ DOORZDQFHV D
FHUWDLQ DOORZDQFHV IRU IRUHLJQRWHRWIKFAHU SHGWRQ QHSU R QD F
VDPH LVVXHV DULVH ZLWK WKHP DV ZLWK RWKHU JRYHUQPHQW S

6HYHUDO ODERU VXSSO\ SURYLVLRQV DUH LQFOXGHG PRVW RI V
HPSOR\HH IULQJH EHQHILWVVORUWKBWILR Y RPH RLGNLKN WUB @LPH !
PDVV WUDQVLW RU FDUSRROLQJ 7KH ODUJHVW LV WKH H[FOXVL
EHQHILWY VXFK HPSOR\HH GLVFRXQWY SDUNLQJ J\PV DQG VLP

61 CRS Report RL3250Higher Education Tax Credits: An Economic Analybis Mark P. Keightley
62 bid.
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DV D JURXS RH[FPXORRHH EHQHILWYV ZRXOG WRWDMKH PDEMRPWLRQ
WD[ H[SHQGLMWDEWDHVKBGILNW AXQVLRQ RI PLVFHR¥OIDGMRWUEHY HI K WY
WKHVH EHQHILWY DUH PRUH SUHYDOHQW IRU H[DPSOH HPSOR\F
FRQVXPHU JRRGY 7UDQVSRUWDWLRQ EHQHILWY DUH KRZHYHU
GHJUHH 7D[LQJ VRPH R W BRX@GRFUHDHWHH EGRIHILWWUDWLYH SURE

$SURYLVLRQ UHODWW®SH \8 B REGOVA\Y HR/@ HDF W L Y LIMEHR/Y GHICRGE W LR Q
LV DYDLODEOH IRU FRUSRUDWLRQV LW ZRNGELEHSSRWYVUNVE®BD WR
ZDV RGWEHG LQ DQG ZDVWRRILSRQD®G\ PROKIDPWXULQJ WR HC
RSHUDWLRQV LQ WKH 60 AYSIE) 6\M B WWHR/ REWWMH Z DY GXVWULHV DQG
EXVLQHVVHV 0DQ\ Rl WKHVH EXVLQHVVHV DEDXQQAENXDOWUWR XQLQ
SURGXFH DEURDG VR WKDW WKLV MXVWLILFDWLRQ GRHV QRW D

Distributional Il ssues

7D[ HISHQGLWXUHYVY KDYH RIWHG@XESHHERHERYX EVIL G HEAV/KW WWONL QJ D C
KLIKKQFRPH WD[SD\HUV EHQHILW WRBPHIWDWSHDUY HHJ W HOQR\P WM Q
H[SHQGLWXUHV EHFDXVH RI WKH SURJUMVKHYXS@RB&KUH RI WKH

VXEVLG\ LV EHFDXVH D WD[SD\HU LQ WKH WD[ EUDFNHW UHFH
WD[DEOH LQFRPH LV UHGXWMPHICQEWKHZKLWHD DEWDFSNHW UHFHLYHYV

UHGXFWLRQ 1RW DOO WD[ H[SHDRGERPH MAD [ & B VHHUN\H UV RERHD B LW HK
RU LPSOLFLWO\ W DB RPW HNEDBWEBHRIAMHD] H[SHQGLWXUHV FDQ DIIHF
RQH SDWKMHRLQFRPH GLVWULEXWLRQ RU DQRWKHU WD[ H[SHQGLYV
DIWWHR] LGFRPH

7KH 6 XLWV SURJUHVVLYLW\ LQGH[ LV HPSOR\HG WR VXPPDUL]H W
H[SHQGLWXUHV 7KH 6XLWWRVQG&HGXIDMQMHQGHRRY QHIDWLYH LI W
IURP D WD[ SURYLVLRQ DUH UHFHLYHG SULPDULO\ E\ WD[SD\HUV
GLVWULEXWLRQ DQG LV VDLG WR EH UHJUHVVLYH ,W LV SRVLWL
ORZIHQFRPH WD DVHUNLBQWR EH SURJUHVVLYH 7KH WD[ EHQHILW
GLVWULEXWHG LI WKH 6XLWV LQGH[ LV JHUR

7KH GLVWULEXWLRQDO FRQVHTXHQFHV Rl WD[ H[SHQGLWXUHV FI
DUH XQUHODWHG WR WKH V SH FELUDF 16 /\R V B B QVKHUEPRRVID I VVWKKHH W
QDWXUH RI WKH WD[ H[SHQGLWXUH DIIHFWV WKH GLVWULEXWLRC
UHGXFHV WD[DEOH LQFRPH PD\ KDYH D GLIIHUHQW HIIHFW WKDQ

63 CRS Report R4198&he Section 199 Production Activities Deduction: Background and Anabysidolly F.
Sherlock

46WDQOH\ 6 6XUUH\ 37D[ ,QFHQWLYHY DV D '"HYLFH IRU ,PSOHPHQWLQJ *RYHUC
GovernPHQW ([ S H QHavax{ BmHREvieywol. 83, no. 4 (February 1970), pp. 7038.

65 SeeCRS Report RL3364Tax Expenditures: Trends and Critiquéy Thomas L. Hungerforéand Thanas L.

+XQJHUIRUG 37D[ ([SHQGLWXUHV *RRG %DG RU 8JO\"" 7D[ BRAWHV YRO QF
6 7KRPDV /| +XQJHUIRUG 37KH BHGLVWULEXWLYH (IIHFW RPulSitifnemesV HG )HGHUDO
Review vol. 38, no4 (July 2010), pp. 45@72.

56 HH 'DQLHO % 6XLWV 30HDV XU HRmEerigaw Ecohomiz [R&vigwol. B7H NoVA (Beptémber

1977), pp. 747752. SedAppendix B for a more detailed explanation of the Suits index and the data used to estimate

the Suits index for the selected tax provisions.

68 SeeCRS Report RL3462ZaxExpenditures and the Federal Budgey Thomas L. Hungerford
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7TDEOHHSRUWY WKH 6XLWV LQGH][ IRU Rl WKH ODUJHVW LQGL"®
LQGH[ IRU WKH RWKHU FRXOG QRW HHOBIFWH PDWHG EHFDXVH GI

Saving

7KH WD[ H[SHQGLWXUHV LQ WKH VDYLQJ FDWHJRU\ DUH DOO UHJ
WKH 6XLWV LQGKIL JIMQFRPIMWWDPHSD\HUV UHFHLYH D GLVSURSRUW|
EHQHILWY UHODWLYH WW ZRKSIW UPDQRK RAHD VKGN HRDUWM KLYV SDWW H
LQFRPH WD[SD\HUV DUH PRUH OLNHO\ WRQ¥BPH WVEGESDANHVW LQ
BHFRQG WKH WD[ VFKHGXOH LV SURJUHVVLYH VR WD[SD\HUV LC
EHQHILWAGXR®UWD[DEOH LQFRBHSDWRIWW[DP \OHH L1 WD[ EUDFNF
FRQWULEXWH DQ DGGLWLRQDO GROODU WR WKHLU N SODQ V
&RQYHUVHO\ WD[SD\HUV LQ WKH WD[ EUDRNMWWKMW\HGXFH WKHL
FRQWULEXWH DQ DGGLWLRQDO GROODU WR WKHLU N SODQ 7
DUMHVY UHJUHVVLYH WKDQ WKH RWKHU VDYLQJ WD[ H[SHQGLWXL
DQQXDO FRQWULE X WLRRRP B Q\GD PFORWMD/RAKRR VR LQ WKHLU N
, 5%V

Housing

7TKH WZR KRXVLQJ SURYLVLRQV DUH GHGXFWLRQV WKDW DUH RQ
GHGXFWLRQW KOLBRXWI D@D WD[SD\HUV 7KH 6XLWV LQGH[ IRU WI
DQG PRUWUMMNHORYWU WR i|HURIWHKWODOLYRWKH WD[ EHQHILWY DUH
UHJUHVVLYH 7D[SD\HUV ZKR LWHPL]H GHGXFWLRQV WHQG WR EF

GLVWULEXWLRWKLDGPRIYVYWH RQHFRPH EHORZ DQG DQRWKHU W
"+RZHYHU RYHU KDOI RI WKH WRWDO DPRXQW GHGXFWHG
RYHU EHFDXVRQFRPHL IWKMHGD\HUV WHQG WR RZQ PRUH H[SHC

ODUJHU PRUWJDJHY DQG KLJKHU SURSHUKMH WD[HMKHGXOH WKBC
WRXSVIGERREZ §XEVLG\ HIITHFW

Table 5. Progressivity of Selected Tax Provisions: The Suits Index

Provision Type Suits Index

Saving

Capital Gains Preferential Tax Rate i0.705

Quialified Dividends Preferential Tax Rate i0.535

Employer Pensions & IRAs Deferral of Tax Liability i0.165
Housing

Property Taxes Deduction i0.151

Mortgage Interest Deduction i0.115

Consumption

Charitable Contributions Deduction i0.352

8 )RU H[DPSOH -RKQ 6DEHOKDXV DQG -Hhcbohel Th&ory*Explaih@Trodd@icpaB HUPDQHQW
&RQVXPSWLR Re@@WsVEtdhb@ s and Statistiesl. 82, no. 3 (August 2000pp. 431438 show that
consumption to income ratios decline as income rises.

70 CRS analysis of the 2006 IRS SOI Public Use File.

Congressional Research Service 22



The Challenge of Individual Income Tax Reform

Provision Type Suits Index

Medical Expenses Deduction 0.183

Employer Health Insurance Exclusion 0.282
Labor Supply

EITC Tax Credit 0.937
Government

Taxexempt Interest Exclusion i0.559

State & Local Income Taxes Deduction i0.405

Medicare Exclusion 0.478

Social Security Exclusion 0.499
Structural

Child Tax Credit Tax Credit 0.536

Source: CRS analysis tiie 2006 IRS SOI Public Use File &0d7 Survey of Consumer Finances.

Consumption

7KH WD[ SURYLVLRQV LQ WKH TR GRQFSWWRIQ \WDSDNIR H U @ KIRZ W K |
WD[ EHQHILW Rl WKH FKDULWDEOH FRQWULEXWLIRQ GHGXFWLRQ
VDPH UHDVRQV DV WKH PRURQOVYHWBMHHHVW 53 GRPWPRDKH GH
SURJUHV WK W\DRIVFKHGXOH

7KH WD[ EHQHILW RI WKH GHGXFWLRQ IRU PHGLFDO H[SHQVHV Z
RQO\ LWHPL]JHUV LV PRGHUDWHO\ SURJUHVVLYH ZLWK D 6XLWYV I
RI WKH PHGLFDO H[SHQWHWVGWIBE XFMWLRRQ QY FRIARIGARRO H[SHQVH
DERYH RI DGMXVWHG JURVYV LQFRPHRPRXORGX ¥ HKRHDGAFWHQG/ ¥
KLIJKHU PHGLFDO H[SHQVHV UHODMWLFRPW K RXMHKRODGVRER WKDR
FDUH HISHY GRUIWXKH SRRUHVW RI KRXVHKROGY ZHUH HTXLYDO
FRPSDUHG WR RI LQFRPH IRU WKH ULFKHVW RI KRXVHKROC

7KH WD[ EHQHILW RI WKHSHRFYOLOHE&® X HRD HW R ARWXIUDQFH LV SURJ
GLVWULEXWHGSHALWK D 6 XLMWWH IHJFOXVLRQ LV QRW OLPLWHG WR |
LWHPL]H VR WKH WD[ EHQHILW LV PRUH ZLGHO\ GLVWULEXWHG \
YXUWKHUPRUH WKH DPRXQW H[FOXGHG RIWHQ LV LQGHSHQGHQW

Labor Supply

7KH VROH ODHRRYNVXISBQ LV WKH HDUQHG LQFRPH WD[ FUHGLW (,
GLVWULEXWHG KWD b EIHWQW ILQWH[ LV FORVH WR 7KH (,7& LV DY
ZKR TXDOLI\ DV RSSRVHG WR MXVW WD[SD\HUV RKRWKHPL]H )XL
WD[SP\WD[ BUDFMNMVWVGLUHFWO\ VXEWUDFWHG IURP WD[ OLDELOLW
WD[ FUHGLW DQG WKXV WD[SD\HUV ZLWK QR WD[ OLDELOLW\ FD

7L CRS calculations based on Bureau of Labor Statistics tabulations from the Consumer Expenditure Survey
(http://lwww.bls.govgex).

72 For a description, s€8RS Report RL31768 he Earned Income Tax Credit (EITC): An Overyibw Christine
Scott.
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WD[SD\HUV ZLWK DGMXVW HEBWIULRY @ HOHF® PH EHORE D PBUULHG W
D MRLQW UHWMNDQQRRIGROLPYMWHG LQYHVWPHQW LQFRPH

Government

7KH JRYHUQPHQW WD[ HISHQGLWXUHV ZKLFK EDVLFDOO\ VXEVLC
SURJUHVVLYH RU UMXVHR/QHRAMEIK HQHWWHUHVW DQG WKH GHGXFWL
ORFDO LQFRPH WD[HV DUH VXEVLGLHVY WR VWDWH DQG ORFDO JF
HISHQGLWXUHYV DUH UHJUHVVLYHGO\ GLIV@I/Q L EXWWHSHEMWLK HBX\L WV

7TDH[HPSW LQWHUHVW LV SULRIFRIPOA WB FHL \YHHIGS/ DA IKKH WD [ EF
RQ WKH WDW®D\BUDKNFEWRJIUHVVLYH WD[ VI\VWHS OH®KBY WR WKH
GRZYD[ EHQHILWY 7KH WD[ EHQHILWR R ONKG®FE&R B X¥WIHR/QDRIHV W
UHJUHVVLYHO\ GLVWULEXWHG EHFDXVH WKH GHGXFWLRQ LV C
RQ WKH WDW®D\EHBUDFNHWLQRREPH WD JEBIWHUYV SD\ KLIKHU VWDWH

WD[HV W KDYQF RRZ W[ SID\MMKWH GHGXFWLRQ LV ODUJHU

7KH WD[ EHQHILWYV RI WKH H[FOXVLRQV RI OHGLFDUH DQG 6RFLD
GLVWULEXWHG $OWKRXJK WKH WW[ W BHRQHEULD¥FW KW S HIQIG-F IR QV WE & W
SURJUHVVLYLW\ UWKHVAHEWIQE IEWWOIHUO\ WD[SD\HUV ZKR WHQG
WKDQ QRQHOGHUO\ ZRUNLQJ WD[SD\HUV )XUWKHUPRUH WKH SU
LV HIFOXGHG GHSHQWGV @RERPREZHQW R PFDWH SD\HUV KDYH D ODUJH!I
WKH 6RFLDO 6HFXULW\ EHQHILW H[FOXGHG IURP WD[DWLRQ

Structural

7KH ODVW FDWHJRU\ LV VWUXFWXUDO WD[ SURYLVLRQV WKH RQ
7KH FKLOG WD[ FUHGLW GRHW Q\RDN BUIB HQHWR Q QUWFKEN\WIIR[WYDOH B L W
7KH WD[ FUHGLW LV OLPLWHG WR WD[SD\HUV ZLWK LQFRPH EHOF
SKDRXW IRU PDUULHG WD[SD\HUV ZLWK $*, RYHU DQG ZKR
&RQVHTXHQWO\ WKH WD[ EHQHILWK\D SKXRWMWNVYGHH®RI GLVWULE:

Admi ni strative and Technical |

6HYHUDO WD[ SURYLVLRQV ZRXOG EH HDV\ WR FKDQJH ZKLFK FFR
FRPSOLDQFH 7KHVH SURYLVLRQV LQFOXGH LQ JHRBIWDO GHGXF
DOUHDG\ DSSHDU RQ WKH WD[ IRUP 6FDOLQJ EDFN GHGXFWLRQV
UHTXLUH VRPH PLQRU DGGLWLRQDO FRPSXWDWLRQV EXW SUHVH

 QFOXGLQJ FHUWDLQ W\SHV RI LQFRPH W KIMW BBWIRW BI$SGOWLR
FDQ SUHVHQW VLJQLILFDQW WHFKQLFDO FKDOOHQJHV WKDW FER>
UHIRUP SURSRVDOV 7KHVH VHULRXV WHFKQLFDO SUREOHPV DUL
WKH GLIILFXOW\ Rl GH\WBXNFALRILDHUWMH. GQROWSBV RI LQFRPH DQG
WD[HV ZLWKRXW WKH DFWXDO UHDOL]DWLRQ RI LQFRPH ,Q VRPF
EXW LQ RWKHUV LW PD\ EH GLIILFXOW WR LPDJLQH KRZ WKH SU|

7KHVH WHFKQLFDO FKDOOHQJHV DBBOM WROIX®HQRI WKH GIJRYH W\
DQG DFFRXQW IRU DOPRVW KH WEWROLWQ[RI[EROGRWNUKND DV
WKH H[FOXVLRQ RI HPSOR\HU SHQVLRQV WKH H[FOXVLRQ RI OHG
JDLQV DW GHDWK DQG WKH WD[DWLRQ Rl WKH LQVLGH EXLOGXS
DERXW D W\KRDGORIUWKHR EOVRRERX QW LQJ IRU WR RI WRWDO
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HISHQGLWXOHNVHO\ ZRXOG EH GLIILFXOW WR UMGXHFY RIFBE VPL QW
ZRXOG EH GLIILFXOW WR DGPLQLVWHU WKH WD[ IDLUO\

He a IBtelne f i t s

7KH SULQFLSDO SUREOHP ZLWK HPSOR\HU KHDOWK LQVXUDQFH L
WR HDFK WD[SD\HU :KHQ FRPSDUHG WR ZKIKM FDIX¥H E3HHSHDRG \ G
RQ DJH H[LVWLQJ KHDOWK FRQGLWLRQV IDPLO\ VL]H DQG FRPS|
SDUWLFXODU DUHD 1RW RQO\ ZRXOG LW EH H[WUHPHO\ GLIILFXC
EDVHG RQ H[LVWLQJ KH D DYWURRGXGFIHWL R QN UARX DIGOHHF WLRQ LV V X
ZHOO DV UHVXOW LQ YHU\ ODUJH LPSXWHG LQFRPH IRU WKRVH Z

$Q DOWHUQDWLYH ZKLFK ZDV GLVFXVVHG GXULQJ WKH KHDO
GROODU DPEXORWHEHRWH DQ DPRXQW GLIITHUHQWLDWHG E\ OLPLWF
VLIH DQG DJH %XW WKLY DSSURDFK GRHV QRW HOLPLQDWH WKI
WKHQ LQFOXGH LQ LQFRPH DPRXQWYVY WKDW DIULM V¥ QLWDRIPTEK LFVD VY
EHWZHHQ RWKHUZLVH LGHQWLFDO LQGLYLGXDOV UHFHLYLQJ LG
FKDUDFWHULVWLFV )RU H[DPSOH LI HILVWLQJ KHDOWK FRQGLW
DQG VRPH VRUW RI DY HWDHGD AMROHWWAHRMH DVWVVGLYLGXDOV ZRUN
HVSHFLDOO\ VPDOOHU ILUPV ZKHUH HPSOR\HHV KDYH ZRUVH KH
LQFRPH WKDQ WKRVH LQ RWKHU ILUPV 7KHVH SUREOHPV ZRXOG

$QRWKHU DOWGHE R DVRL GH VIROKMWRZ WKH GHGXFWLRQ E\ WKH ILUP [
WR RWKHU SUREOHPV QRQSURILW DQG VRPH RWKHU ILUPV GR Q
ZRXOG GLIIHU I[URP WD[ UDWHV IRU ILUPV 7KH DSSURDFK WDNH
$IRUGDEOH &DUH $FWDV WR LPSRVH D IODW UDWH WD[ WKDW WK
ZRXOG IDFH WKH VDPH SUREOHPV RI D PLVPDWFK ZLWK HPSOR\H

ORGLIQJ WKHORKIHWN WD[ H[SHQGLWXUH WKH H[FOXVLRQ RI OHG
SUREOHP DV WKH HPSOR\H U HYWF @R XDRSQEIR Y HKUIWD®IW K. FOQW WR LF
LQVXUDQFH YDOXH RI WKH EHQHILW ORUHRYMWY ZWK®H WKH YDO
FRYHUDJH LV WKH VDPH IRU DOO LQGLYLGXDOV UHJDUGOHVV RI
ZHUH SD\LQJ WD[HV DV ORQJ DV WKH\ ZHUH YHVWHG 7KXV QRW
YDU\ ZLWK WD[SD\HU FKDUDFR¥X©G VEML E g F &/ XGHIZP R QW PR R BIW I
HPSORAMSIRUWLRQ RI WKH WD[ WKDW ILQDQFHG OHGLFDUH ZDV QR
FRQWULEXWLRQ ZRXOG QHHG WR EH UHFRYHUHG WD[ IUHH WR S
DFURVV WD[SD\HKR G BRIQQJNIQI\RMP G EHHQ LQ WKH V\VWHP 6RFI
FXUUHQWO\ WD[HG EDVHG RQ D UXOH Rl WKXPE EHFDXVH WKH\ D
HDUQLQJV

PensBemefits

7KH PRGLILFDWLR@DRIJMANKWM WIDE RIQSH Q G RW XHURHS ONRRD I B [FIOW Y URI@ W (
SODQV FRQIURQWY FHUWDLQ FKDOOHQJHY EHFDXVH RI WKH VW!
D GHILQHG EHQHILW SODQ LW LV YHU\ GLIILFXOW WR GHWHUPLC
EHQHILWY LQ DQ\ JLWHQDWIHY EFHDKYELQJ RQ HPSOR\HH FLUFXP
IXWXUH EHKDYLRU VLQFH UHWLUHPHQW EHQHILWY SODQV DUH J
VHUYLFH WR WKH ILUP )XUWKHUPRUH DQ HPSOR\HH LV QRW LPF
EHRUH WKH YHVWLQJ SHULRG LV FRPSOHWHG W\SLFDOO\ ILYH \H
WD[ WUHDWPHQW RI GHILQHG FRQWULEXWLRQ SODQV H J N
ZRXOG FUHDWH D GLVSDULW\ LGHWKRIVBBIQWURI@\SPBQW RI WKH W
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Saving

7KH HI[FOXVLRQ IURP LQFRPH | RO DIWDIHAMVDWDEG HDIEKQ GAIVHX HHJI K W K
GLIILFXOW WR PRGLI\ EHFDXVH RI WKH XQFHUWDLQW\ DERXW WK
EDVLV PD\ EH GLIITLRQOWRY R IGHO\GHDFPVE@MWY DQG WKH TXHVWLRQ
HVWDWH KDV WKH IXQGV WR SD\ WKH WD[ &XUUHQWO\ WKH FDS
WKH DVVHW LV VROG DERYH WKH PDUNHW YDOXH DQWWKH WLPH |
SDIP®RUHRYHU QR VXEVHTXHQW JDLQ LV WD[HG XQWLO WKH DV\
WKH GLUHFW LQIRUPDWLRQ WR FDOFXODWH KLV JDLQ ZKLFK LV \
YDOXH DW WKH WLPH RI GHDWKWDODR WDGPRDRQVWEDWRQWRX AWK B
EDVLV IURP WKH FKRHFGNG HHQMGVWKH SULFH IRU FHUWDLQ DVVHWYV
UHDO HVWDWH ,Q PDQ\ FDVHV RQH RU ERWK SLHFHV RI LQIRUP
DGGLWLRQ WEREDMH'WMWKH HVWDWH PLIKW QRW KDYH HQRXJK F
HVSHFLDOO\ LI WKLY FKDQJH ZHUH LQ FRQMXQFWLRQ ZLWK WD[!
SURSRVDOV DQG UHIRUPV WKDW UHTXLUHG WHKHKEOKLPDWR EKWH W
YDOXH DW GHDWK KDYH XOWLPDWHO\ EHHQ VXVSHQGHG VKRUW/
PRVW UHFHQW H[DPSQ@RXBQDKDWHIGKID@E WKH FDSLWDO JDLQV SUR

,W ZDV FKDQJHG E\ WKHAPHXQVVBHQVNUDBQMHP SBBXWKRUL]DWLRC
&UHDWLRQ $8W RI ZKLFK DOORZHG KHLUV RI GHFHGHQWYV G\LC
WKH FDSLWDO JDLQRHZRYXW G VWERH FMRX(GIG HOHFW QR HVWDWH WDJ[ O
SULFH IRU JDLQV XULRRBRDWIQXBQMNEB\ DQ HVWDWH WD[ ZLWK D

7KHYODUJHVW WD[ H[SHQGLWXUH WKH H[FOXVDRO® RLWDWVY GH E X
WKH HDUQLQJV RQ SUHPLXPV LV D EHQHILW WKDW FDQ EH GHYV
WD[SD\HU GRHV QRW DFWXDOO\ UHFHLYH WKH LQFRPH &RQVHTX
UHTXLUH WD[DWLRQ RQ DQ DFFUOKXDW ERY LED VDW KHWH WKW B QR \BF
PLJKW FDXVH FDVK IORZ GLIILFXOWLHV IRU WKH LQYHVWRU GHSI
LV UHODWLYH WR RWKHU LQFRPH 7KLV SUREOHP LV D OLWWOH |
WD[ FRXO®HG ROSRKH LQVXUDQFH FRPSDQ\ DQG WKH WD[SD\HU
DV LV GRQH ZLWK ZDJH ZLWKKROGLQJ ,W ZRXOG DGG FRPSOH]IL\

Ot her Tax Expenditures

$PRQJ WKH VPDOOHU WD[ H[SHQGLW X UPIWR R\Q HUR Q WK B HODHJ LMAY R
ZKLFK KDV YDOXDWLRQ SUREOHPV DV ZHOO &RQVLGHU WKH H[D
LQ D UHWDLO VWRUH 6KRXOG WKH GLVFRXQW EH PHDVXUHG UHC
'RHV WKH HPSOR\HH HROW B\RWKKHAXI®I® O 30O KN WXEGIRWKR @H DTR W K
ZKDW H[WHQW LV WKH GLVFRXQW D EHQHILW IRU WKH VWRUH" ,I
DOORFDWH WKH FRV VW \XR/MHDHPSORWHBI® G RMRPH XVH LW RFFDVL!
LOIWYVLYHO\ +RZ LV WKLV XVDJH WR EH WUDFNHG" ,V WKH EHQHI
HPSOR\HHV DV LW FRVWV WKH ILUP"

Public Attitudes Towards Tax 1

ODQ\ WD[ HISHQGLWXUHYV HQMR\ VWURQJ SXEOLF VXSSRUW RI WK
H[SHQBYWWXIUYH\ UHVSRQGHQWYV I[URP VDPSOHV RI 8 6 DGXOWYV

73 Thecurrent method of using the market value at the time of death as the basis is referred topmdiapis. Using
the price the decedent paid is referred to as «arey basis.
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EUHDNV HYHQ LI WKH HOLPLQDWLRQ Rl WKH SURYLVLRQV DOORZ

RI VXUYH\ UHVSRQGHQWY VXSSRUW HOOLRERO WDJHWEKE GHW®E X
IRU ORZHU*WIOH SBWHIWQWDJH RI UHVSRQGHQWY VXSSRUWLQJ WK
SURYLVLRQV LQ UHWXUQ IRU ORZHU W H [LFIOWN Y R0 R | FKKDIJQ RABIEJC
SURYLGHG KHDOWXFKQUBUDEFMH DQG H[FOXVLRQ RI N
FRQWULEXWLRQV

3XEOLF VXSSRUW IRU WKH PRUWJDJH LQWHUHVW GHGXFWLRQ K|

RI UHVSRQGHQWY WKLQN FRQWLQXLQJ WKH PRUWJDJH LQWHU
VRPKRW LPSRUWDXQWKHUPRUWKRQ®\RRWHVSRQGHQWY VXSSRUW
UHGXFLQJ WKH GHGXFWLRQ LQ HIFREZEYH UR D QMHREWE LKDIOW RH & Ki
UHVSRQGHQWY ZRXOG H[FKDQJH WKH PRUWIMIGIGLQWHUHVW GHG
VXSSRUW HOLPLQDWLQJ WKH PRUWJDJH LQWHUHVW GHGXFWLRQ
KRP#® V

/IHVV WKDQ KDOI RI VXUYH\ UHVSRQGHQWYV UHSRUWHG WKH\
UHWXUQ IRU GRIZHUQW\DDK RRQW KRQ@G\ RI WD[SD\HUV FODLPV WKHVH
ODQ\ RI WKH ODUJHVW WD[ H[SHQGLWXUHYV HQMR\ WKH VXSSRUW
7KH RQO\ ODUJH WD[ H[SHQGLWXUH WKDW LV QRW VXSSRUWHG E
JDLQV RMNXUYH\ UHVSRQGHQWYV WKLQN LW LV WRWDOO\ DFFHSWI

WR LQFUHDVH WKH FDSLWDO JDLQV WD[PUDWH DV D ZD\ WR L

Concluding Remarks

7TKH DQDOQ\WK\VYVXIHSRUANUH DUH LPSHGLPHCQWVEWROEPY)Y EWRQ@PL R
UHGXFLQJ WD[ HHEFBPFG@GHWKXKIHAVDUH YLHZHG DV VHUYLQJ DQ LPSRLU
LPSRUWDQW IRU GLVWULEXWLRQDO UHDVRQV DUH WHFKQLFDOO
SXEOLF DQG TXLWH SRSXODU

7KH VDYLQMIVYHQFBIRFRXQW IRU DOPRVW RI WKH WRWDO UHYHQC
ELOOLRKD\ EXWG L WLHXOMMO VRRIWK-HD\OHH EDBYD YL R/QYQLILFDQW
ZD\ ODQ\ JURXSV H[SUHVVLQJ VXSSRUW IRUPERBUWBDIRW PVRHY AR
FKDQJHV WKDW ZLOO LQFUHDVH WKH RYHUDOO WD[ RQ VDYLQJV
VI\VWHP ZLWKRXW DQ\ WD[DWLRQ RI FDSLWDO LQFRPH ORUHRYH!I
LQFHQWLYHYV IDFHV VLJQLIUBWQWHWEIFKWQULHODY RBVONG RILQLRK/NWVH W

74 Gallup Poll, April 2011 http://www.gallup.conpoll/147125AmericansOpposeEliminating-Income Tax
Deductions.aspx

75 |bid.

76 Bloomberg Poll, June 201http://www.bloomberg.comews2011-06-22/americansvorsenow-thanwhenobama
inaugurateeby-44-34-marginin-poll.html.

T 1bid.

8 bid.

79 CBS News/New York Times Poll, June 20hitp://www.cbsnews.cor8801:503544 16220075544.html
80 Gallup Poll, April 2011.

81 Bloomberg Poll, June 2011.

82 ABC News/Washington Post Poll, December 201tfh://abcnews.go.coistory2d=12394216

83 Bloomberg Poll, September 201ittp://mww.bloomberg.comews2011-09-14/obama-approvaldropson-
skepticismof-jobs-plan.html

84 NBC News/Wall Street Journal Poll, December 201th://online.wsj.condrticle/
SB10001424052748704828104576021900230935000.html
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DVVRFLDWHG ZLWK XQUHDOL]HG LQFRPH SHQVLRQ EHQHILWV L
EHQHILW SODQV XQUHDOL]HG JDLQV DW GHDWK DQG LQVLGH E»
GLIILFXOWERHLRBRADAXH SURSHUO\ 5DLVLQJ FDSLWDO JDLQV W
PD\ QRMREMLGHUHG D VLJQLILFDQW UHYHQXH UDLVHU EHFDXVH |
FRQYHQWLRQV )XUWKHUPRUH VLQFH WKH WD[ EWGBILWV RI VDY
DPRQJ KLJKHU LQFRPH LQGLYLGXDOV LW ZRXOG EH TXLWH GLIIL
PDLQWDLQLQJ GLVWULEXWLRQDO DQG UHYHQXH QHXWUDOLW\ ZL

6RPH RWKHU ODUJH WD[ H[SHQGLWXUHV K R@Q\DXWDD Q\FKHDHY[G ONXK/HL
H[FOXVLRQ RI OHGLFDUH ZKLFK DFFRXQW IRU RI WKH WRWDO
ELOOLRQ NDQB BAYRILYV WKDW REH \ERWKMDBMWXK YDOXHG
LQVXUDQFH H[FOXVLRQ ZDV FRHEDLGH R G EECOMD@IVW KHR 'R U P
FKDQIHBH[FLVH WD[ RQ KLJK FRVW SODQV ZDV DGRSWHG DV LW
LQFRPH ZDV SUREDEO\ LPSRVVLEOH OHGLFDUH IDFHV HYHQ PRU
RI WKH SUR YW ¥HROGNQRREBEIF RFBI[SD\HUV $ QXPEHU RI VPDOOHU W
H[SHQGLWXUHVY UHODWLQJ WR IULQJH EHQHILWY DOVR IDFH GL

2WKHU WD[ H[SHQG LW XIWHVR WK DD EXIYE UEMW @LR FLIHRX-D W KHRP RV W
SURJYHBVIGLVWULEXWHG WD[ SURYLVZLRX LBH HKH WD KQHIGOLQFRF
FRQFHQW UDVRHIGQP RREGLYLGXDQBLBLGKHO VQRLW KB [ COLVD\E DGl L RWY
UHFHIRWV RI WKH WD[ EHQHILWY WKH HDUQHGDLQBRMWHK BWHGLW
PDLQWDLQV ERWK UHYHQXH QHXWUDOLW\ DQG GLVWULEXWLRQD
WKDW DUH FXUUHQWO\ QRW WDR RLBUE RREEG. DLOGWRD ODVO O KKHH DOYR R U R
GHGXFWLRQ IRU PHGLFDO HHWN QGG XUBXDDKLEKWSKURBWDVWUR'S
KLVWRULFDO VWD QGDYRIED@BVIDOA UMEHQMW OSSHDUV WR EH ELS
HIWHQG WKH ODUJHU WD[ EHQHILWV RI WKH FKLOG FUHGLW WKD
VSHFIWID[ H[SHQGLWXUHV DFFRXQW IRU RI WKH WRWDO UHYHQ
ELOOLRQ

$QRWKHU WD[ H[FEMHOQEH \8 MNIRHRYWHRAIMWFH LV WKH FDSLWDO JDLQV HJ[F
RFFXSLHG KRXVLQJ ELOOKREGKRKDYV KRVWRHLWRW®OOQRMW EHFE
WD[ DQG FRXOG OHDG WR VRPH VLJQLILFDQW GLVWRUWLRQV H .
LQHTXLWLHYV

7KHWHW[ HISHQGLWXUHV DFFRXQW IRU RYHU RI WKH UHYHQXH
DPRQJ WIKIHQUE ® S URKHWRRBH RRXEHYQVPRWHG )RU H[DPSOH WK!
LWHPL]HG GHGXFWLRQV PRUWJDJH LQWHUHVW VWDWH DQG ORF
DFFRXQW IRU D ILIWK Rl WKH WRWDO UHEHQ®HR®MR VY URH BORD D]
XVHG SURYL¥RRQGLEBRG XOW HRE MDIPLIQBQVVEBFBXVWRILO WKHP
SXEOLF DWWLWXGHV WRZDUGV WKHVH SURYLVLRQV

*LYHQ WKH EDUULHUV WR HOLPLQDWLGQPIDR S WRANHX BLDILPRYW WM [

PRUH WKDQ ELOOLRQ WR ELOOLRQ LQ DGGLWLRQDO WDJ L
DPRXQW FRXOG KDYH D VLIJQLILFDQW HIIHRPW HR®XBHGX MLKQH WKH
SURMHFWHG ELOOLRQ GHILFLW EUHYHQRH KRKIHY BGGLWHRRL

WR DERXW WR RI SURMHFWHG )< LQGLYLGXDO LQFRPH WD
DOORZ IRU VLJQLILFDQWDUERGXF W LRRIH RO WDR SBWHHWQWDJH SRL
HDFK EUDFNHW
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Appendix A.Cl1 as s i fi c aBxipoenn doift ulraexs L
Category

7KLV DSSHQGL[ OLVWV WKH SDUWLFXODU®WD[ HISHQGLWXUHV FC

6DYLQJV ,QFOXGHV FDSLWDO JDLQV UDWHV WD[ WUHDWPHQW D
EXVLQHVV VWRFN GHIHUUDO IRU 6HFWLRQ FRQWUDFWV H[FC
LQVXUDQFH DQG DQ QXL W LGHH/D GBH{U HLLQWDADD B I8 WHELDUAQ@ (RR VD[ RQ Ol
NLQG H[FKDQJHV WKH QHZ PDUNHWYV WD[ FUHGLW WD[ WUHDWP
VWRFN RSWLRQV H[FOXVLRQ RI VWRFN UHGHPSWLRQV WR SD\ H\
HPSOR\HU DQG VHOUQHPLSYARWIO WHMEBLUHPHQW DFFRXQWV $OVR
GLYLGHQGYV ZKHQ FRQVLGHULQJ H[WHQVLRQ RI H[SLULQJ WD[ EH

%XVLQHVV ,QFOXGHV H[SHQVLQJ RI UHVHDUFK DQG GHYHORSPH
UHVRXUFHV DQG DIRW WO WXHPISM FBRSWGY DQG WKH UHVLGHQWLD
SURYLVLRQVY UHODWLQJ WR UHQWDO KRXVLQJ DQG FUHGLWYV IRU
SRWKHU EXVLQHYVVRMWKG BERPRPHIQFHDSLWDO JDLQV SAWWRYDUVLRQV LQ
HIHPSW ERQGV UHQHZDO FRPPXQLW\ LQFHQWLYHV DQG 'LVWULI
WKH UHVHDUFK FUHGLW H[SLUHG DW WKH HQG RI EXW LV QH

2ZQRBFXSLHG +RXVLQJ ,QFOXGHV PRUWJIWIR G HBMFFOXIVR A QSRIR S
FDSLWDO JDIRFFRELREZQRXVLQJ DQG UHVLGHQWLDO HQHUJI\ HIII

&RQVXPSWLRQ &ODVVLILHG LQWR WKUHH VXEFDWHJRULHV ZLW!
Rl1 OLIH DQG DFFLGHQW LQVXUDQFH

+HDOWK $OOLRIQWKAQ SHRYWKH KHDOWK IXQFWLRQDO FDWHJRU\ |
FRQWULEXWLRQV DQG WD[ HIHPSW ERQGV SOXV FDIHWHULD SOL
HPSORMKWHKDUH RI KHDOWK SODQV

(GXFDWLRQ $00 RI WKH SURY LVA@RRYLXQEHSIWWRY W®EXFHIWR W B
IDYRUHG ERQGV DQG FKDULWDEOH FRQWULEXWLRQV

&KDULW\ &KDULWDEOH FRQWULEXWLRQV DOO WKUHH FDWHJRUL

IDERU 6XQBOXEOXWV.RQ IRU LQFRPH HDUQHG DEUWRIRD® VHPSOR\HU
PLQLVWKHRXVLQJ DOORZDQFH I1ULQJH EHRRH LIMDW QHPG @& R \EHHHQ BI Z IDALL
DVVRFLDWLRQV H[FOXVLRQV IRU FKLOG DQG GHSHQGHQW FDUH

*RYHUQPHQW ,QFOXGHV H[FOXVLRQV RI YDUVRXY LEFFHHYHDIQEY DQC
IHGHUDO FLYLOLDQ HPSOR\HHV ZRUNLQJ DEURDG DOO WD[ H[HP
REOLJDWLRQ WD[ GHGXFWLRQV H[FHSW SURSHUW\ WD[ H[FOX
SURJUDPV B6RFLDO 6HFXWW \EH@ERUMDOUWH FRPEHQUQWLRQ EHQHII
GLVDEOHG FRDO PLQHUV FDVK SXEOLF DVVLVWDQFH GHIHUUDC

6WUXFWXUDO ,QFOXGHV GLVDVWHU UHOLHI FKLOG FUHGLW HJF
SK\VLFDO LQMXULHG VWGK K DG/GH W UR@DRE IVWRQGDUG GHGXFWLRQ
HOGHUO\

85 For a description of each tax expenditure see U.S. Senate, Committee on the BudBapenditures:
Compendium of Background Material on Individual Provisjddecember @10, http://www.gpo.govitdsyspkg/
CPRT111SPRT62799(f/CPRT-111SPRT62799.pdf
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AppendixB.Dat a and Met hods

7ZR QDWLRQDOO\ UHSUHVHQWDWLYH GDWD ILOHV DUH XVHG LQ \
VHOHFWHG WD[ HISHQGLWXUHYV

2006 Public Use Tax File

7 KHL UMM U FBIWRDL GV W K H ,QWHUQDO 5HYHQXH 6HUYLFH ,56 6V
3XEOLF 8VH )LOH 7KH 3XEOLF 8VH )LOH LV D QDWLRQDOO\ UHSU
WD[ \HDU 7R SURWHFW WKH LGHQWLW)\ RIFKQ® D¥FMEXD ® IVWDK S|
GDWD WKH ,56 PDGH FKDQJHV WR WKH GDWD &RQVHTXHQWO\ Z
EH REWDLQHG LQGLYLGXDO WD[SD\HU UHFRUGV LQ WKH GDWD P
RQH WD[ UHWXUQ 7KH XQUNWWRURQRBO\FLWIKWKIH @Y GP,S56 H
ZHLIJKWV DUH XVHG WKURXJKRXW WKH DQDO\VLV 7KH DQDO\VLV
WD[SD\HUV UHSUHVHQWLQJ PLOOLRQ WD[SD\HUV

2007 Survey of Consumer Finances

7KH VHFRQG VRXWKAHH )RIGEDWO $MV H U Y%HR\DRIG& RQVXPHU )LQDQF
6&) 7KH 6&) LV D ZHDOWK VXUYH\ EXW DOVR LQFOXGHV HPSOR
KRXVHKROGVYV LQ WKH VDPSOH 7KH 6&) LV XVHG WR HVWLPDWH W
W\SH)BHRQ SODQV ,58V HPSOR\HU SURYLGHG KHDOWK LQVXUDQ

N FRQWULEXWLRQV DQG DFFRXQW EDODQFHV DV ZHOO DV ,5$%
6&) ,Q HVWLPDWLQJ WKH WD[ EHQHILWV RIKDWNWEB GJD3SH RU QL (
UHWXUQ RQ WKH DFFRXQW EDODQFHV LV

IHLWKHU WKH YDOXH RI OHGLFDUH EHQHILWY QRU WKH SUHPLXP
UHSRUWHG LQ WKH 6&) )RU HDFK SHUVRQ LQ D KRXVHKROG UHS|
HI[SHOQOGEAHMUXBHQHILFLDU\ 3DUW $ RQO\ LV XVHG DV WKH YDOXH F
HDFK SHUVRQ LQ D KRXVHKROG FRYHUHG E\ HPSOR\HU SURYLGH:!¢
SUHPLXP E\ ILUP VLIH DQG LQGXVWU\ LV XWHHEBHDQW W WHWYKIDOK H WR C
WD[HG 7KH SUHPLXP GDWD FRPH IURP WDEXODWHG VWDWLVWLF
E\ WKH $JHQF\ IRU +tHDOWKFDUH 5HVHDUFK DQG 4XDOLW\

The Suits Index

7KH SURJUHVVLYLW\ PHDVXUH XVHG LXK VZBON RQDO\Y DY QV G\HKYHH 6.
WR PHDVXUH WEB[7SHRENIHVY ILXQGH] FDQ EH FDOFXODWHG XVLQJ F
ZKLFK DUH MKR®E )LQX%BH DQIGIX%UH 7KH KRUL]JR@WBO D[LV RI
FRQFHQWUDWLRQ FXUYH PHDVXUHV WKH FXPXODWLYH SHUFHQW
H[DPSOH WKH ILUVW RI FXPXODWLYH LQFRPH LV WKH LQFRPH
WD[SD\HUV LQ WKH VDPSOH 7KH YHUW LHKDW BI[ WDP HEBNQXHI HW WV R H
H[SHQGLWXUH ,I| WKH FRQFHQWUDWLRQ LV DERYH WKH GLDJRQD
WHQG WR DFEQ¥FRPHRWIRBBUHUV ,| WKH FRQFHQWUDWLRQ LV EH
WD[ EHQHILWV WR GLEIRFRP B AR D KID\H U V

8 'DQLHO % 6XLWV 20HDV XU H P ArgevitaR Ecoidinia ReRigwbHE7 Vho YAL(Séptémber 1977),
pp. 747752.

Congressional Research Service 30



The Challenge of Individual Income Tax Reform

'HILQH WZR DUHDV LQ WKH ILJXUHV 7KH ILUVW DUHD LV WKH DU
DUSID’KH VHFRQG LV WKH DUHD EHORZ WKH G®DRQBOLBIVQH LQ \
LQGH[ LV

s 12
B

7KH 6 XLWV LQGH[iYIDUERV SEHHWHHAH\QUHIJUHVVLSHVWBUEBEHQRILW ZK
D FRPSOHWHO\ SURJUHVYV L¥IHV W\ L B GeHE KWW VZKQ GH [DRIH]BIUR L
IRU D SURSRUWLRQBO DMUBHdDEHQHILWY DUHD

Figure B-1. Concentration Curves: Iltemized Deductions
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Source: CRS analysis of 2006 IRS Statistics of Income Public Use File.

Congressional Research Service 31



The Challenge of Individual Income Tax Reform

Figure B-2. Concentration Curves: Income Exclusions
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Figure B-3. Concentration Curves:Tax Credits and Preferential Tax Rates
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